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THE  SAFE  BANKING  ACT  OF  1977 


TUESDAY,  SEPTEMBER  6,  1977 

House  of  Representatives, 
Subcommittee  on  Financial  Institutions 
Supervision,  Regulation  and  Insurance  of  the 
Committee  on  Banking,  Finance  and  Urban  Affairs, 

Washington,  D.C. 

AFTERNOON  SESSION  (3:05  P.M.) 

Chairman  St  Germain.  The  subcommittee  will  be  in  order. 

I  will  ask  the  witnesses  to  take  the  witness  stand. 

The  following  is  an  excerpt  coming  from  a  banking  study  done  by 
the  Federal  Reserve  Board  staff  back  in  1941  since  we  are  talking 
about  examinations.  I  think  it  applies  today. 

Examinations  are  conducted  in  the  interest  of  (1)  the  public,  because  a  sound 
banking  system  is  essential  to  the  national  economy  and  sound  banks  make  a  sound 
banking  system;  (2)  the  individual  depositor,  the  safety  of  whose  money  depends  on 
the  character  of  the  assets  in  which  the  bank's  funds  are  invested  and  the  way  in 
which  they  are  administered;  (3)  the  stockholder,  who  invests  in  the  banking  busi- 
ness in  the  hope  that  his  money  will  bring  a  return  as  a  result  of  successful  banking 
operations  and  will  not  have  to  be  used  to  absorb  losses. 

I  might  parenthetically  state  that  applies  to  minority  stockhold- 
ers. 

(4)  The  directors,  who  accept  grave  responsibility  for  the  direction  and  supervi- 
sion of  the  affairs  of  the  bank  and  to  whom  the  examiner's  report  gives  an  indepen- 
dent view  of  its  condition;  and  (5)  the  officers  and  operating  personnel,  who  may 
find  the  examiner's  observations  helpful  in  the  performance  of  their  duties.  Exami- 
nations also  serve  to  protect  good  banks  from  the  competition  of  banks  that  without 
the  restraint  of  examination  might  be  improperly  operated  and  from  the  effects  of 
failure  of  such  institutions. 

I  read  that  because  of  some  of  the  observations  made  earlier 
today.  That  is  why  we  are  conducting  these  hearings  and  that  is 
why  we  are  interested,  because  of  the  importance  of  the  examina- 
tion and  supervision  of  our  banks. 

TESTIMONY  OF  KING  CLEVELAND,  DIRECTOR,  NATIONAL  BANK 
OF  GEORGIA,  ATLANTA,  GA.;  JOHN  E.  DAVIS,  PRESIDENT, 
CALHOUN  FIRST  NATIONAL  BANK,  CALHOUN,  GA.;  AND 
ROBERT  GUYTON,  PRESIDENT,  NATIONAL  BANK  OF  GEORGIA, 
ATLANTA,  GA. 

Chairman  St  Germain.  Mr.  Guyton,  I  see  you  have  an  opening 
statement  which,  without  objection,  will  be  inserted  into  the  record 
at  this  point. 

[The  opening  statement  of  Mr.  Guyton  follows:] 

(375) 
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Opening  Statement  of  Robert  P.  Guyton,  President,  National  Bank  op 

Georgia 

Mr.  Chairman  and  Members  of  the  Subcommittee:  It  may  be  helpful  for  me  to 
make  a  brief  opening  statement  as  to  who  I  am,  my  experience,  background,  and 
present  capacity. 

My  name  is  Robert  P.  Guyton  and  I  have  been  President  and  Chief  Executive 
Officer  of  The  National  Bank  of  Georgia  since  May  1,  1977. 

My  banking  experience  began  in  1960  when  I  joined  the  Deposit  Guaranty  Nation- 
al Bank  of  Jackson,  Mississippi.  This  bank  is  the  largest  Anancial  institution  in 
Mississippi  with  current  assets  in  excess  of  $1  billion.  It  has  branch  offices  through- 
out the  central  part  of  Mississippi. 

In  August,  1971,  I  becemie  President  and  Chief  Operating  Officer  of  The  National 
Bank  of  Greorgia,  in  Atlanta.  I  remained  with  the  bank  until  October,  1974,  when  I 
returned  to  Mississippi  to  become  President  and  Chief  Operating  Officer  of  the  First 
Mississippi  National  Bank.  This  bank  has  $250  million  in  assets  and  twenty-six 
branch  offices  throughout  central  and  southern  Mississippi. 

Four  months  ago,  on  May  1,  1977,  I  rejoined  The  National  Bank  of  Georgia  in 
Atlanta  as  President  and  Chief  Executive  Officer.  NBG  is  the  5th  largest  bank  in 
Atlanta  and  in  Georgia  and  has  total  assets  of  approximately  $400  million.  It 
operates  through  twenty-six  branch  offices  located  in  two  counties  in  the  Atlanta 
Metropolitan  Area. 

During  most  of  my  present  tenure  with  The  National  Bank  of  Georgia,  a  consider- 
able amount  of  our  time  has  been  occupied  with  the  publicity  surrounding  Mr.  Bert 
Lance  and  the  investigation  by  the  Comptroller  of  the  Currency.  We  have  also  been 
besieged  by  reporters  from  the  broadcasting  and  print  media.  We  have  tried  dili- 
gently to  be  accessible  to  the  press  and  open  in  our  comments,  but  have  been 
determined  to  protect  the  confidentiality  of  our  customers  and  banking  relation- 
ships. Admittedly,  it  has  been  difficult  in  this  environment  to  devote  much  time  to 
the  banking  business;  however,  we  have  tried  our  best  to  do  so  while  also  cooperat- 
ing fully  with  all  concerned  and  providing  information  on  a  timely  basis  when 
requested  by  the  Comptroller  of  the  Currency. 

With  the  understanding  as  expressed  to  me  in  correspondence  with  Chairman  St 
Germain,  that  these  hearings  are  preliminary  to  legislation  to  improve  the  banking 
codes  and  bank  regulation,  I  will  endeavor  to  assist  the  Subcommittee  in  its  delib- 
erations on  the  policies,  procedures,  and  practices  of  our  bank,  and  the  relationship 
it  has  had  with  the  Comptroller.  I  will  be  pleased  to  cooperate  with  you  in  this 
spirit  and  will  be  pleased  to  answer  your  questions  as  completely  as  my  knowledge 
will  allow  and  in  conformity  with  the  bank  s  need  to  maintain  the  confidentiality  of 
its  banking  relationships. 

Chairman  St  Germain.  Mr.  Cleveland,  if  you  would  tell  us  in 
your  own  words  about  the  advantages  of  services  gained  by  estab- 
lishing a  correspondent  account  for  a  check  clearing,  portfolios, 
counseling,  et  cetera,  and  if  this  service  is  desired  in  another  city 
like  Chicago  or  New  York,  what  dollars  do  you  feel  you  would  need 
to  maintain  for  example  a  $50,000  account  1,500  miles  away? 

Mr.  Cleveland.  The  services  provided  in  a  typical  relationship 
vary  from  bank  to  bank.  If  you  are  talking  about  a  primary  corre- 
sponding relationship  in  one  of  the  major  eastern  cities  such  as  we 
maintain  in  Chicago  and  New  York,  it  normally  would  involve 
check  clearing;  it  would  involve  assistance  in  foreign  exchange 
matters;  it  would  involve  assistance  in  loan  evaluation,  loan  credit; 
it  would  involve  assistance  in  the  fields  of  international  banking 
and  foreign  exchange,  in  credits.  It  could  vary  in  scope  from  a 
modest  relationship  to  a  very  large  and  very  continuing  type  of 
detailed  paper  transaction. 

Chairman  St  Germain.  Now,  how  do  you  basically  determine 
how  much  correspondent  balance  you  will  maintain  in  a  large 
eastern  bank,  say  New  York  or  Chicago,  in  order  to  obtain  these 
services? 

Mr.  Cleveland.  The  correspondent  bank  which  is  providing 
those  services  has  a  very  complicated  fee  schedule  in  which  they 
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set  out  their  basic  charges  for  each  service  performed.  They  set  this 
as  their  base  fee  arrangement.  They  tell  us  b£isically  how  much 
free  balance,  net  collected  balance,  is  required  to  pay  for  those 
services. 

Chairman  St  Germain.  Now,  let  us  say  for  your  particular  bank 
over  the  past  3  years  that  you  wanted  a  correspondent  relationship 
where  they  perform  the  check  clearance  services,  give  you  counsel- 
ing in  foreign  investments  and  conduct  some  seminars  for  your 
staff  on  money  management. 

For  a  bank  your  size,  what  have  you  found  that  the  correspon- 
dent banks  require  as  a  balance  to  provide  you  with  the  services 
that  your  bank  needs? 

Mr.  Cleveland.  For  a  major  correspondent,  that  is  our  primary 
correspondent  bank  in  one  of  the  large  eastern  cities,  those  sums 
would  vary  anywhere  from  $800,000  to  as  high  as  $1,800,000  de- 
pending on  the  volume  of  activities  in  those  accounts.  When  I 
name  these  amounts,  I  am  talking  about  collected  balances.  There 
are  times  when  we  might  have  as  much  as  $8  or  $10  million  on 
deposit  with  those  banks.  A  temporary  thing  of  24  hours. 

Chairman  St  Germain.  How  low  can  these  balances  go? 

Mr.  Cleveland.  The  extraordinarily  high  balances? 

Chairman  St  Germain.  How  low  can  they  go? 

Mr.  Cleveland.  If  they  go  much  lower  than  their  base  require- 
ments, they  are  on  the  phone  calling  us  the  same  day. 

It  would  be  rare  if  they  let  balances  fall  to  less  than  $700,000. 

Chairman  St  Germain.  That  is  for  the  full  range  of  services? 

Mr.  Cleveland.  That  is  for  the  primary  correspondent  bank 
relationship. 

Chairman  St  Germain.  Now,  at  the  present  time  how  much 
money  do  you  have  in  various  banks  with  which  you  have  corre- 
spondent relationships,  the  major  banks,  such  as  Chemical,  Manu- 
facturers Hanover,  First  National  of  Chicago,  Citizens  &  Southern? 

Mr.  Cleveland.  Mr.  Chairman,  I  cannot  respond  to  that  ques- 
tion. I  am  no  longer  chief  executive  officer  of  the  National  Bank  of 
Georgia,  having  retired  for  the  second  time  back  in  May.  Mr. 
Guyton,  my  associate  here,  is  presently  chief  executive  officer  of 
the  National  Bank  of  Georgia. 

Chairman  St  Germain.  Mr.  Guyton,  would  you  address  yourself 
to  that  question? 

Mr.  Guyton.  The  question  was  what  kind  of  balances  do  we 
maintain  in  all  of  our  correspondents  at  this  point? 

Chairman  St  Germain.  How  much  money  does  the  National 
Bank  of  Georgia  currently  have  in  corresponding  balances?  In 
other  words,  noninterest-bearing  accounts  in  your  correspondent 
banks? 

Mr.  Guyton.  The  balances  on  a  purely  collected  base  balance, 
and  that  is  reading  it  from  our  end,  that  being  those  balances  that 
are  collected  that  are  available  for  our  use  after  deducting  all 
charges,  would  run  a  little  over  $1,500,000  on  our  balance. 

Chairman  St  Germain.  How  about  the  amount  that  you  leave  in 
the  correspondent  bank? 

Mr.  Guyton.  That  is  an  unavailable  balance  to  us,  sir.  That 
varies  considerably,  as  Mr.  Cleveland  has  indicated. 
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Chairman  St  Germain.  It  varies  from  day  to  day,  the  unavail- 
able balance? 

Mr.  GuYTON.  Yes. 

Chairman  St  Germain.  Isn't  that  the  balance  on  which  is  predi- 
cated the  services  that  are  rendered  to  you  primarily? 

Mr.  GuYTON.  You  have  daily  activity  in  a  number  of  these  ac- 
counts. I  admit  it  is  a  complicated  process,  but  it  does  entail 
moneys  going  into  these  accounts  and  moneys  coming  out  of  these 
accounts  for  check  clearing  and  other  services  and  what  we  at- 
tempt to  do  and  what  the  banks  attempt  to  do  is  to  look  at  those 
balances  at  the  end  of  the  month  in  terms  of  an  average  for  the 
month  just  completed. 

Chairman  St  Germain.  What  would  your  covered  balances  then 
be? 

Mr.  GuYTON.  Our  balances  average  on  a  collected  basis — and  this 
is  the  amount  we  try  to  keep  in  these  accounts — about  $1,500,000. 

Chairman  St  Germain.  Now,  Mr.  Guyton,  in  the  August  report 
the  Comptroller  of  the  Currency  states: 

There  is  no  discernible  relationship  between  loans  to  Mr.  Lance  and  associated 
interests  in  the  deposit  accounts  maintained  by  National  Bank  of  Greorgia  and 
Calhoun  at  Citizens  and  Southern. 

Now,  we  will  take  a  look  at  "D,"  exhibit  2  of  the  Comptroller's 
August  report.  It  appears  that  quite  the  contrary  seems  to  be  the 
case. 

[The  exhibit  referred  to  follows:] 
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Chairman  St  Germain.  Now,  your  comment  about  the  huge  in- 
creases in  December  of  last  year  and  why  your  account  with  Citi- 
zens and  Southern  was  reduced  to  zero  in  July  of  this  vear.  Now 
there  is  yours  up  there.  I  would  also  direct  the  witnesses  attention 
to  the  other  charts  showing  your  bank's  correspondent  accounts 
with  various  other  banks. 

[Reference  made  here  to  the  charts  that  follow:] 


J 


381 

NATIONAL  BANK  OF  GEORGIA 

CORRESPONDENT  BANK  BALANCES 

WITH  CITIZENS  AND 

SOUTHERN  NATIONAL  BANK 


DATE 


AMOUNT 


1976 


1977 


Mar. 


Apr. 


$      50,000 


50.000 


May 

61,000 

June 

60,000 

July 

60,000 

Aug. 

50,000 

Sept. 

50,000 

Oct. 

50,000 

Nov. 

61,000 

Dec. 

1,779,000 

Jan. 

4,349,000 

Feb. 

4,032,000 

Mar. 

3,654,000 

Apr. 

3,219,000 

May 

2,750,000 

June 

2,611,000 

July 

-0- 

C&S  had  $150,000  in  loans  to 
Lance  and  related  interests. 

C&S  loans  to  Lance  and  related 
interests  increased  to  $185,000. 

C&S -$185,000. 

C&S -$185,000. 

C&S -$185,000. 

C&S  -  $335,000. 

C&S  -  $335,000. 

C&S  -  $335,000. 

C&S  -  $335,000. 

C&S  -  $935,000. 

C&S -$1,155,000. 

C&S -$1,155,000. 

C&S -$1,155,000. 

C&S -$1,155,000. 

C&S -$1,155,000. 

C&S -$1,155,000. 

C&S  -$1,155,000. 


Data  taken  from  D-Ex.  2  of  Comptroller's  Report 
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NATIONAL  BANK  OF  GEORGIA 

CORRESPONDENT  BANK  BALANCES 

WITH 

FIRST  NATIONAL  CITY  BANK  (NYXCiticorp) 


Correspondent  Account  opened. 
Citibank  during  1974  considered  balances 
repeatedly  insufficient  to  meet  servicing  needs. 


DATE 

AMOUNT 

1972          Oct. 

$100,000 

1974 

Jan. 

(64,000) 

Feb. 

(182,000) 

Mar. 

(396,000) 

Apr. 

(709,000) 

May 

(   27,000) 

June 

(323,000) 

July 

(279,000) 

Aug. 

(163,000) 

Sept. 

(226,000) 

Oct. 

(272,000) 

1975          Feb. 

Mar. 

Apr. 

May 


ISIBG  writes  Citicorp  complaining  about 

handling  of  correspondent  bank  account. 

NBG  board  of  directors  reapproves  Citicorp  as 

New  York  depository. 

Apr.  16  -  -  Lance  and  NBG  Chairman  visit 

Citicorp  seeking  loan  for  bank  stock  purchase. 

Apr.  22  -  -  Citicorp  declines  loan. 

Apr.  24  -  -  Manufacturers  Hanover  approves 

loan. 

Apr.  29  -  -  NBG  deposits  $250,000  with 

Manufacturers  Hanover  in  correspondent 

account. 

May  14  -  -  Citicorp  account  officer  notes 

Manufacturers  Hanover  has  financed  the  bank 

stock  purchase  by  Lance;  will  get  NY 

correspondent  business. 

Writer  suggests  avoiding  confrontations  until 

account  moved. 


NOTE  -  -  Figures  are  incomplete.  Comptroller's  report  did  not 
include  monthly  data.  Data  from  Section  C  Exhibits. 
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NATIONAL  BANK  OF  GEORGIA 
CORRESPONDENT  BANK  BALANCES  WITH 
CONTINENTAL-ILLINOIS  NATIONAL  BANK 


1975 


1976 


DATE 

AMOUNT* 

Jan. 

$    129,000 

Feb. 

208,000 

Mar. 

138,000 

Apr. 

195,000 

May 

256,000 

June 

207,000 

July 

216,000 

Aug. 

326,000 

Sept. 

303,000 

Oct. 

308,000 

Nov. 

383,000 

Dec. 

298,000 

Jan. 

356.000 

Feb. 

164,000 

Mar. 

(74,000) 

Apr. 

52,000 

May 

125,000 

June 

213,000 

July 

238,000 

Aug. 

67,000 

Sept. 

433,000 

Oct. 

1,655,000 

Nov. 

1,933,000 

Dec. 

326,000 

Jan. 

53,000 

Feb. 

27,000 

Mar. 

9,000 

Apr. 

2,000 

May 

1,000 

June 

10,000 

Lance  reportedly  negotiates  with  Continental  Illinois  for 

$3  million  loan. 

Lance  talks  with  FNBC  about  doing  business  with 

that  Chicago  bank. 

NBG  opens  correspondent  account  with 

First  National  Bank  of  Chicago. 

1977  Jan.  53,000        Lance  receives  $3,425,000  loan  from  FNB  Chicago. 

FNB  Chicago  downgrades  collateral  value  on  Lance 
loan  to  $1 13,000.  NBG  transfers  $200,000  to 
correspondent  account  at  FNB  Chicago. 


'Figures  taken  from  August  10,  1977  letter  from  Robert  Guyton,  president.  National  Bank  of  Georgia 
to  Senator  Abraham  Rtbicoff .    Comments  based  on  information  in  Comptroller's  report. 
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NATIONAL  BANK  OF  GEORGIA 

CORRESPONDENT  BANK  BALANCES  WITH 

MANUFACTURERS  HANOVER  TRUST  COMPANY 


1975 


1976 


DATE  AMOUNT 


Jan. 

-0 

Feb. 

-0 

Mar. 

-0 

Mar.  12,  NBG  board  approves  12  banks  as  depositories.  NY  banks 
on  list  -  -  Chase  Manhattan,  Chemical  and  FNCBank. 
Apr.  —  0  —  Apr.  16  -  Lance  and  NBG  chairman  King  Cleveland  visit  Man.  Han. 

to  discuss  stock  acquisition  loan  for  $2.25  to  S3. 25  million. 
(Citicorp  approached  same  day  for  loan). 
Apr.  22  -■  Citicorp  refuses  loan. 

Apr.  24  --  Man.  Han.  approves  $3,250,000  loan  limit  for  Lance. 
Apr.  29  -  NBG  establishes  correspondent  bank  account  with 
Manufacturers  Hanover. 

May  12  -  NBG  minutes  show  Manufacturers  approved  as 
correspondent  at  request  of  Lance  &  Cleveland. 
June  30  -  Manufacturers  Hanover  grants  $2,625,000  loan  to 
Mr.  and  Mrs.  Lance. 


S    250,000 

May 

1,420,000* 

June 

2,717,430* 

Jul 

665,000 

Aug 

665,000 

Sept. 

637,000 

Oct. 

724,000 

Nov. 

915,000 

Dec. 

1,332,000 

Jan. 

1,099,000 

Feb. 

549,000 

Mar. 

282,000 

Apr. 

475,000 

May 

763,000 

June 

387,000 

Jul 

463,000 

Aug. 

274,000 

Sept. 

305,000 

Oct. 

737,000 

Nov. 

1,011,000 

Lance  begins  negotiation  to  establish  correspondent  bank  relations 
with  FNB  Chicago. 
Dec.  683,000 

1977  Jan.  581,000        Lance  transfers  loan  to  FNB  Chicago  and  pays  off  Man.  Han. 


Jan. 

581,000 

Feb. 

393,000 

Mar. 

80,000 

Apr. 

(143,000) 

May 

(111,000) 

June 

(28,000) 

•The  5/30/75  figure  is  taken  from  B  Ex.  4  of  ttie  Comptroller's  report. 
"The  6/30/75  figure  is  taken  from  B  Ex.4  of  tfie  Comptroller's  report. 

Remaining  correspondent  bank  account  figures  are  taken  from 
Tfie  Comptroller's  balance  analysis  stieets  in  Sec    BIO  of  report. 
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NATIONAL  BANK  OF  GEORGIA 
CORRESPONDENT  BANK  BALANCES 

WITH 
FIRST  NATIONAL  BANK  OF  CHICAGO 


1976 


1977 


DATE 

AMOUNT 

Nov. 

-0- 

FNBC  and  NBG  officers 
discuss  relationship. 

Dec. 

$50,000 

NBG  opens  correspondent 
account. 

Jan. 

50,000 

FNB  loans  Lance 
$3,425,000. 

Feb. 

50,000 

Mar. 

50,000 

Mar.  18.  FNB  lowers  collateral 
value  to  $113,000. 

250,000 

3/30  -  NBG  increased 
deposit. 

May 
thru 
July 

li ■!%# 

150,000 

Average. 

FNB  renegotiates  loan. 
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Chairman  St  Germain.  National  Bank  of  Georgia,  correspondent 
bank  balances  with  Citizens  and  Southern  National  Bank,  March 
1976,  $50,000.  That  is  $50,000,  $61,000  and  then,  as  I  say,  in  Decem- 
ber 1976,  your  amount  goes  to  $1,779,000.  You  then  go  to  in  Janu- 
ary, $4,349,000.  That  is  $4  million,  $3  million,  $2,611,000  and  then 
you  drop  to  zero  in  July. 

We  note  also  that  in  November  1976  there  was  a  loan  to  Mr. 
Lance  and  Lance-related  interests  of  $335,000  in  November  to 
Lance  and  Lance-related  interests.  Then  in  December  it  jumps  to 
$935,000.  At  the  same  time  there  is  the  correspondent  balance 
which  jumps  to  $1,779,000  and  then  it  goes  up  a  little  further,  the 
loan  to  Lance  and  Lance-related  interests — loans,  I  should  say — 
$1,155,000  and  at  January  1977  the  correspondent  balance  is 
$4,349,000. 

Now,  the  loans  to  Lance  and  Lance-related  interests  remains  the 
same  and  that  correspondent  balance  remains  rather  high. 

Now,  what  we  would  like  is  an  explanation  because  it  seems 
peculiar  and  the  other  peculiar  aspect  is  how  come  zero  in  a 
correspondent  balance  in  July  of  this  year  when  a  lot  of  investiga- 
tions began?  Would  you  explain  that  to  the  subcommittee? 

Mr.  GuYTON.  Let  me  first  of  all  start  by  saying  I  am  not  familiar 
with  the  loans  that  are  in  the  bank  and  in  fact  at  that  particular 
time  I  was  not  with  the  bank.  I  have  only  been  with  the  National 
Bank  of  Georgia  for  4  months. 

Chairman  St  Germain.  We  have  Mr.  Cleveland  here.  He  can 
help  you  out. 

Mr.  GuYTON.  I  can  speak  to  that  point  though,  I  think. 

It  is  my  understanding  that  back  in  the  latter  part  of  1976  that 
the  National  Bank  of  Georgia  employed  an  independent  banking 
consultant  to  study  the  sendings  of  our  checks  and  the  possibility 
of  savings  for  the  bank  because  of  the  various  operations  that 
might  be  employed  in  these  sendings  of  checks  for  collection.  That 
particular  study  was  done  in  the  latter  part  of  1976.  It  was  recom- 
mended in  the  study  that  there  be  a  consolidation  of  all  sendings 
made  by  the  National  Bank  of  Georgia  and  it  was  determined  that 
the  Citizens  and  Southern  Bank  would  be  the  one  that  would  be 
the  correspondent  bank  to  which  all  sendings  and  all  clearings 
would  be  addressed  and  that  started  in  December  1976  and  that  is 
the  reason  that  the  balance  as  shown  there  went  from  $61,000, 
which  was  to  cover  services  such  as  loan  participations,  advice  and 
counsel,  and  this  sort  of  thing,  but  it  went  from  there  up  to  the 
larger  amount,  which  was  the  general  ledger  balance,  I  might  add, 
sir,  and  was  not  the  collected  balance  in  that  particular  account. 

I  know  in  the  Wall  Street  Journal  last  week,  and  it  has  been 
reported  here  today,  as  to  why  the  account  jumped  to  $1.7  million 
in  December,  and  $4.4  in  January,  that  came,  I  am  sure,  from  the 
analysis  sheets  prepared  by  the  C.  &  S.  Bank  of  Atlanta  which  did 
indicate  that  was  the  average  general  ledger  balance  for  that  par- 
ticular month. 

However,  if  the  people  looking  at  that  report  had  looked  even 
further  down  that  analysis  sheet,  they  would  have  found  that  that 
was  not  collected  money;  that  that  represented  checks  that  were  in 
the  process  of  collection  around  the  country,  and  C.  &  S.  was 
sending  these  checks  around  the  country  to  have  them  collected. 
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So,  if  you  take  that  balance  and  deduct  the  so-called  float  from 
it,  it  comes  down  to  a  considerably  smaller  balance  that  is  avail- 
able for  services  and  in  fact  in  December,  according  to  that  same 
analysis  sheet,  the  average  collected  balance  was  just  a  little  over 
$200,000  and  it  did  not  cover  the  cost  of  that  account  to  C.  &  S., 
and  then  in  January  1977  the  average  collected  balance  on  that 
same  sheet  which  shows  that  figure  indicated  that  the  collected 
avergige  balance  was  a  little  over  $1  million. 

Here  again,  it  did  not  cover  the  services  provided  the  National 
Bank  of  Georgia  by  C.  &  S.  for  that  particular  month. 

Chairman  St  Germain.  So  you  have  a  deficit  position  there? 

Mr.  GuYTON.  For  those  2  months,  yes.  We  tried  to  collect  those 
and  we  do  try  to  and  in  the  following  months  we  tried  to  get  in  on 
a  basis  whereby  the  balances  we  are  keeping  there  cover  the  cost 
and  cover  the  services  that  they  are  providing  for  us  and  allows 
them  to  break  even  or  have  a  very  small  profit  remaining  for  that 
particular  month. 

Chairman  St  Germain.  Is  anyone  else  performing  check  clearing 
services  and  giving  you  advice  on  foreign  investments  and  so  forth? 
Do  you  have  another  correspondent  bank  giving  similar  services 
and  participating  in  loans? 

Mr.  GuYTON.  Yes,  we  have  a  total  of  17  correspondent  accounts. 
We  have  probably  three  or  four  accounts  that  we  would  call  major 
type  correspondents  who  provide  more  services  for  us  but  there  is 
only  one  account  at  this  point  that  we  send  regular  daily  sendings 
for  collection. 

Chairman  St  Germain.  That  is  C.  &  S.? 

Mr.  Guyton.  Yes,  it  is. 

Chairman  St  Germain.  Now,  in  July  we  have  a  zero  balance 
going  to  the  Comptroller's  report.  Can  you  explain  that  to  us? 

Mr.  Guyton.  I  cannot.  I  don't  understand  that,  sir.  We  are  still 
sending  our  checks  to  them  monthly  for  collection  and  I  don't 
understand  that  particular  balance. 

Chairman  St  Germain.  You  say  you  can't  explain  why — this  is 
from  the  Comptroller's  report.  Would  you  dispute  the  accuracy  of 
that  figure? 

Mr.  Guyton.  I  don't  dispute  it.  I  don't  understand  it.  I  don't  see 
how  that  could  occur  unless  the  balances  had — there  was  enough 
activity  to  where  there  was  no  balance  left  at  all  in  that  particular 
account.  That  is  news  to  me,  sir. 

Chairman  St  Germain.  You  know  the  peculiar  thing  is,  Mr. 
Guyton— and  I  will  ask  Mr.  Henderson  and  Mr.  Davis  this  ques- 
tion—the Calhoun — though  we  don't  have  it  up  on  a  chart,  it  is 
also  a  fact  in  July  this  year  Calhoun  First  National  Bank  withdrew 
its  correspondent  relationship  with  C.  &  S.  or  it  appears  so,  so  we 
look  at  Calhoun. 

[In  regards  to  the  above  colloquy  of  Chairman  St  Germain,  the 
following  table  re  correspondent  bank  balances  between  Calhoun 
First  National  Bank  and  Citizens  &  Southern  National  Bank  is 
inserted.  Also  following  is  written  response  by  Mr.  Guyton  to  ques- 
tions on  relationship  with  C.  &  S.] 


388 


CALHOUN  FIRST  NATIONAL  BANK  CORRESPONDENT  BANK  BALANCES 
WITH  CITIZENS  AND  SOUTHERN  NATIONAL  BANK 


1975 


1976 


1977 


Date 
Oct. 

Nov. 

Dec. 

Jan. 

Feb. 

Mar. 

Apr. 

May 

June 

July 

Aug. 

Sept. 

Oct. 

Nov. 

Dec. 

Jan 

Feb. 

Mar. 

Apr. 

May. 

June 

July 


Amount 
$99,000 

$44,000 
80,000 
33,000 
7,000 
11,000 
15,000 
36,000 
17,000 
19,000 
25.000 
25,000 
24,000 
92,000 
50,000 
62,000 
59,000 
87,000 
33,000 
54,000 
59,000 
-0- 


C&S  had  $85,000  in  loans  outstanding 
to  Lance  and  Lance-related  interests. 

C&S  loans  to  Lance  and  related  interests-$85,000. 

C&S  loans  to  lance  increase  to  $160,000. 

CSS  -  $135,000. 

C&S  -  $165,000. 

C&S  -  $150,000. 

C8S  -  $185,000. 

C8S  -  $185,000. 

C&S  -  $185,000. 

C&S  -  $185,000. 

C&S  -  $335,000. 

C&S  -  $335,000. 

C&S  -  $335,000. 

C&S  -  $335,000. 

C&S  -  $935,000. 


C&S  -  $ 
C&S  -  $ 
C&S  -  $ 
C&S  -  $ 
C&S  -  $ 
C&S  -  $ 
C&S  -  $ 


1,155,000 
1  ,155,000. 
1  ,155,000. 
1,155,000. 
1  ,155,000. 
1,155,000. 
1  ,155,000. 


Data  taken  from  D.  Ex.  2  in  Comptroller's  report. 
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SEP14ig77 


The  National  Bank  or  Gsoroia 

34  PeaCHTHEE    StBBET.  N.  W. 

Atlanta.  Georgia  30301 


September  8,    1977 


Honorable  Fernand  J.   St  Germain 
U.   S.   House  of  Representatives 
Washington,   DC    20515 

Dear  Mr.   St  Germain: 

During  my  appearance  before  your  Committee  on  Tuesday, 
September  6,    1977,   you  requested  that  I  provide  you  with  copies 
of  the  analysis  sheets  regarding  our  correspondent  relationship 
with  The  Citizens  and  Southern  National  Bank  for  the  months  of 
December,    1976,   and  January,    1977. 

Please  note  that  the  amount  used  in  the  Comptroller's 
report  is  the  average  ledger  balance  for  the  period  and  is  not  the 
average  collected  balance  which  is  the  appropriate  amount  to  use. 
This  is  in  view  of  the  fact  that  we  clear  a  large  number  of  items 
through  C&S  and  this  creates  a  considerable  amount  of  uncollected 
funds  termed  float  in  the  analysis.     Please  also  note  that  foj  each 
of  these  two  months  the  collected  balances  were  less  than  tJie  balances 
required  to  offset  the  charges  against  the  account. 

I  appreciate  your  allowing  me  to  sujsply  this  information. 


Robert  P.    Guyton 
RPGrkl 
Enclosures 
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Mr.  Davis.  There  is  something  wrong,  sir. 

Chairman  St  Germain.  This  is  taken  from  "D,"  exhibit  2  in  the 
Comptroller's  report.  We  can  have  that  brought  down  to  you  and 
you  can  see  it  for  yourself. 

You  had  a  correspondent  relationship  with  C.  &  S.  which  in 
October  1976  was  $9,900;  in  December,  $80,000,  and  at  that  time 
the  loans  to  Mr.  Lance  and  Lance-related  interests  were  $85,000. 
And  then  Mr.  Lance's  loan  increased  to  $160,000,  and  then  in 
December  1975  and  in  January  1976  your  amounts  went  from 
$33,000  to  $11,000  to  $15,000,  and  once  it  went  up  to  $87,000,  but  in 
July  it  went  from  $59,000  in  June,  $54,000  in  May,  to  zero  in  July. 

Mr.  Henderson.  I  don't  understand  that. 

Chairman  St  Germain.  Do  you  think  maybe  the  Comptroller's 
report  is  inaccurate? 

Mr.  Henderson.  I  believe  something  is  in  error. 

Chairman  St  Germain.  For  Calhoun  as  well  as  for 

Mr.  DAVis.We  have  been  with  C.  &  S.  for  over  25  years  and  it  has 
always  been  an  active  account  and  there  have  been  no  changes.  I 
am  positive  of  that. 

Chairman  St  Germain.  In  July  and  August  this  year,  the  Comp- 
troller's report,  NBG  deposit  at  C.  &  S.  is  zero. 

Mr.  Davis.  Could  you  tell  us  what  you  are  reading  from  once 
again? 

Chairman  St  Germain.  Exhibit  2.  This  is  in  volume  2  continued, 
section  "D,"  exhibit  2. 

Mr.  Bloom.  The  report  may  indicate  the  information  wasn't 
available  to  us. 

Mr.  Rousselot.  If  it  were  not  available,  would  it  not  be  "NA?" 

Chairman  St  Germain.  Let  us  get  back  to  the  National  Bank  of 
Georgia  and  Citizens  &  Southern  corresponding  balance.  All  I  can 
say  is,  when  I  look  at  that  chart — and  I  understand  the  explana- 
tion you  gave  us  about  the  consultant's  report  and  the  check  clear- 
ing services  being  performed  by  Citizens  &  Southern,  but  nonethe- 
less it  seems  peculiar  that  at  the  same  time  as  the  amount  of  the 
loan,  your  corresponding  balance  increases,  there  is  a  rather  sub- 
stantial increase,  almost  triple — there  is  a  tripling  of  the  loan  to 
Mr.  Lance  and  Lance-related  interests.  It  may  just  be  a  coincidence 
perhaps.  Would  you  consider  that  a  coincidence? 

Mr.  GuYTON.  I  think  it  would  have  to  be.  This  consultant  study 
done  for  the  National  Bank  of  Georgia  was  started  in  the  middle 
part  of  1976  and  was  apparently  completed  the  latter  part  of  1976 
and  action  was  taken  at  that  time. 

Chairman  St  Germain.  Mr.  Cleveland,  would  you  say  those  fig- 
ures are  coincidental,  the  increase  in  the  corresponding  balance 
and  the  increase  in  the  loan? 

Mr.  Cleveland  I  have  no  knowledge  to  the  contrary,  other  than 
they  would  be  coincidence. 

Chairman  St  Germain.  Tell  me  this:  Was  there  any  reason— as  a 
result  of  this  consultant's  report,  for  National  Bank  of  Georgia  to 
go  to  Citizens  &  Southern  right  there  in  Atlanta — that  is  a  compet- 
ing bank,  is  it  not,  a  prime  competitor? 

Mr.  Cleveland  It  is  a  competitor,  yes. 

Chairman  St  Germain.  You  had  a  choice  of  other  banks  where 
you  could  have  established  this  relationship,  is  that  not  a  fact? 
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Mr.  Cleveland  That  is  true. 

Chairman  St  Germain.  Do  you  know  who  entered  into  negotia- 
tions to  bring  about  this  increased  relationship  with  Citizens  and 
Southern? 

Mr.  Cleveland.  I  do  not  know  who  did  that,  but  I  do  know  that 
we  had  relationships  with  another  bank  in  Atlanta  extending  over 
a  25-  or  30-year  period  of  time. 

Chairman  St  Germain.  How  long  have  you  had  your  relationship 
with  Citizens  and  Southern? 

Mr.  Cleveland.  I  would  judge  from  this  somewhat  less  than  a 
year. 

Chairman  St  Germain.  You  were  president  at  the  time? 

Mr.  Cleveland.  I  was  chairman  of  the  board  without  executive 
administrative  responsibilities,  which  was  relatively  inactive. 

Chairman  St  Germain.  As  chairman  of  the  board,  you  had  no 
knowledge  and  have  no  knowledge  as  to  how  come,  what  or  who 
made  the  choice  of  Citizens  and  Southern? 

Mr.  Cleveland.  I  know  who  made  the  actual  choice  and  recom- 
mendation; it  was  the  executive  committee  of  our  bank  and  ap- 
proved by  the  executive  committee  of  the  board  of  directors. 

Chairman  St  Germain.  Who  made  the  recommendation? 

Mr.  Cleveland.  I  don't  know. 

Chairman  St  Germain.  Would  you  know,  Mr.  Guyton? 

Mr.  Guyton.  No. 

Chairman  St  Germain.  Who  could  it  have  been? 

Mr.  Cleveland.  It  would  be  the  president  or  chief  financial 
officer  of  the  bank. 

Chairman  St  Germain.  Who  was  president  at  the  time? 

Mr.  Cleveland.  Mr.  Lance. 

Chairman  St  Germain.  I  guess  it  is  very  coincidental  then. 

Mr.  Cleveland.  I  might  point  out  correspondent  bank  relation- 
ships in  our  bank  and  most  banks  of  our  size  normally  are  institut- 
ed and  administered  by  the  chief  financial  officer  of  the  bank. 

Chairman  St  Germain.  Is  it  normal  that  there  be  an  increase  in 
loans  to  one  of  the  principal  officers  of  the  bank  and  a  correspon- 
dent bank  where  there  is  all  of  a  sudden  increase  in  activity  with 
that  correspondent  bank? 

Mr.  Cleveland.  I  couldn't  answer  that,  Mr.  Chairman. 

Mr.  Guyton.  If  I  might  add  one  point  to  this,  as  I  say,  I  wasn't 
there,  but  I  have  inquired  and  asked  questions  about  certain  ac- 
counts and  it  is  my  understanding  that  in  that  particular  relation- 
ship the  consultant  did  recommend  that  we  change  our  clearings  to 
one  correspondent  bank.  They  also  recommended  that  that  bank  be 
the  C.  &  S.  Bank  because  they  had  had  similar  services  and  good 
services  that  they  had  seen  coming  from  them  and  that  recommen- 
dation was  made.  The  executive  vice  president  of  our  bank  is  Bill 
Green,  who  is  the  chief  financial  officer,  and  he  has  told  me  that 
that  was  when  the  decision  was  made  to  go  to  C.  &  S.  and  put  all  of 
our  sendings  there. 

Chairman  St  Germain.  Could  the  gentlemen  from  Calhoun,  Mr. 
Davis,  and  Mr.  Henderson,  reply  to  this?  When  there  was  a  ques- 
tion of  the  injection  of  capital  under  the  agreement  signed  with  the 
Comptroller's  Office,  the  Comptroller  this  morning  said  he  didn't 
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know  where  the  $400,000  came  from.  Could  you  tell  us  where  that 
$400,000  came  from? 

Mr.  Henderson.  We  borrowed  it  initially  from  another  Georgia 
bank.  I  don't  know  if  I  should  reveal  the  name.  The  Georgia 
Railroad  Bank  &  Trust  Co.  in  Augusta,  Ga. 

Chairman  St  Germain.  So  you  borrowed  money.  Then  who  owed 
that  money,  the  individuals  who  signed  the  note,  or  the  bank? 

Mr.  Henderson.  Calhoun  Unifirst  is  a  corporation  made  up  of 
the  board  of  directors  of  our  bank  and  each  of  them  hypothecated 
sufficient  shares  of  the  bank  to  go  with  the  shares  which  we 
purchased  to  fully  secure  the  loan. 

Chairman  St  Germain.  That  $400,000  loan  was  taken  out  when? 

Mr.  Henderson.  Right  after  we  signed  the  agreement  to  furnish 
it.  In  December  1975. 

Chairman  St  Germain.  Was  there  another  $400,000  loan  to  Cal- 
houn Unifirst  later  on  to  repay  the  Georgia  Railroad? 

Mr.  Henderson.  Yes,  it  was  moved  to  C.  &  S.  The  first  loan  had 
a  year's  maturity  on  it  and  we  moved  it  to  C.  &  S.,  so  we  could 
work  out  arrangements  to  pay  it  off,  which  we  are  working  on 
right  now. 

Chairman  St  Germain.  Mr.  Henderson  or  Mr.  Davis,  on  April  28, 
1975,  an  examination  was  made  at  Calhoun. 

[In  regards  to  the  above  colloquy  of  Chairman  St  Germain,  the 
following  was  submitted  for  inclusion  in  the  record:] 
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DATES  OF  EXAMINATIONS  BY  THE  COMPTROLLER  OF  THE 
CURRENCY  OF  THE  NATIONAL  BANK  OF  GEORGIA  OF 
ATLANTA  AND  THE  CALHOUN  FIRST  NATIONAL  BANK 
OF  CALHOUN,  GEORGIA: 

National  Bank  of  Georgia  -  exam  dates  since  1^72: 


DATE  OF  EXAM 

TYPE  OF  EXAM 

11/6/72 

Regular 

9/A/73 

" 

8/19/74 

" 

9/15/75 

" 

12/6/76 

" 

Calhoun  First  National  Bank  -  exam  dates  since  1972 


DATE  OF  EXAM 


TYPE  OF  EXAM 


8/8/72 

8/6/73 

7/8/7A 

4/28/75 

8/7/75 

10/20/75 

12/11/75 

4/5/76 

10/28/76 

3/7/77 


Regular 

Regular 

Regular 

Regular 

Visitation 

Special  Supervisory 

Special  Supervisory 

Regular 

Visitation  Memorandum 

Visitation 
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Chairman  St  Germain.  There  was  a  question  of  an  overdraft. 
During  that  same  month  Calhoun's  correspondent  account  at  the 
National  Bank  of  Georgia  went  into  arrears  for  the  first  time  to 
the  tune  of  $1,446,000.  Again  in  July  your  correspondent  account 
was  in  arrears  by  $1,258,000.  It  would  appear  that  the  National 
Bank  of  Georgia  was  in  fact  lending  Calhoun  money  to  cover  the 
problems  related  to  Mr.  Lance's  overdrafts  and  others  being  uncov- 
ered during  the  Comptroller's  scrutiny  of  the  Calhoun  bank.  Possi- 
bly you  have  a  different  explanation,  but  this  is  the  way  it  appears 
to  us  who  have  analyzed  this.  Would  you  care  to  comment? 

[The  following  additional  material  was  submitted  for  inclusion  in 
the  record  regarding  the  colloquy  of  Chairman  St  Germain:] 
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Mr.  Henderson.  Mr.  Chairman,  I  was  not  aware.  I  don't  have  a 
ready  explanation.  Again  I  shall  be  happy  to  get  you  one.  It  looks 
like  the  bank  we  cleared  through  may  have  misread  the  letter.  I 
don't  know. 

Chairman  St  Germain.  You  went  from  a 

Mr.  Henderson.  There  is  no  reasonable  reason  for  it,  sir. 

This  is  the  reason  I  would  have  to  check  our  records  and  see.  I 
was  not  aware  of  that. 

Mr.  Davis.  In  this  same  month  which  was  I  guess  April  1975,  the 
report  shows  a  high  of  $1,176,000  and  a  low  of  minus  $1,046,000. 
That  means  we  have  a  different  number  of  checks  we  sent  to  them. 
Sometimes  there  could  be  a  slip-up  in  the  Federal  Reserve  bank. 
That  would  be  the  only  reason  we  would  have  to  overdraw  any 
account. 

Chairman  St  Germain.  Isn't  it  unusual  for  you  to  have  gone  into 
arrears? 

Mr.  Henderson.  Yes,  it  is.  Correspondent  banks  take  very  un- 
kindly to  that. 

Mr.  LaFalce.  Mr.  Henderson,  there  was  apparently  a  consider- 
able practice  permitting  overdrafts  on  the  part  of  Calhoun  insofar 
as  its  officers,  directors,  and  some  of  its  employees  are  concerned, 
is  that  correct? 

Mr.  Henderson.  Yes. 

Mr.  LaFalce.  Was  this  a  practice  of  longstanding? 

Mr.  Henderson.  Yes. 

Mr.  LaFalce.  How  long? 

Mr.  Henderson.  There  has  been  some  of  this,  Mr.  LaFalce,  ever 
since  I  have  worked  there. 

Mr.  LaFalce.  Now,  was  there  a  policy,  were  there  guidelines 
that  had  been  promulgated  by  the  officers,  or  the  board  of  directors 
of  Calhoun  concerning  overdrafts? 

Mr.  Henderson.  Not  until  the  Comptroller's  Office  made  this 
critical  report  in  April  1975;  we  do  have  now,  yes. 

Mr.  LaFalce.  It  seems  that  although  there  was  a  general  prac- 
tice of  overdrafts  for  that  class  of  individuals — not  your  entire 
constituency,  but  just  that  class  of  individuals— it  increased  in 
frequency  and  in  severity  approximately  June  1974,  coinciding,  it 
would  seem,  with  the  gubernatorial  campaign,  is  that  correct? 

Mr.  Henderson.  To  the  best  of  my  knowledge,  that  is  purely  a 
coincidence. 

Mr.  LaFalce.  I  am  not  suggesting  that  it  is  other  than  a  coinci- 
dence, but  there  was  a  coincidence? 

Mr.  Henderson.  Yes, 

Mr.  LaFalce.  Now,  did  Calhoun  make  a  judgment  independently 
that  interest  should  be  charged  as  of  June  1974,  or  was  the  charg- 
ing of  interest  on  overdrafts  as  of  June  1974  suggested  by  somebody 
outside  of  Calhoun,  such  as  the  OCC? 

Mr.  Henderson.  It  was  projected  to  me  in  a  verbal  conversation 
by  an  examiner  in  examining  the  bank. 

Mr.  LaFalce.  Do  you  recall  when  that  suggestion  was  made? 

Mr.  Henderson.  No,  I  do  not. 

Mr.  LaFalce.  Do  you  recall  when  the  decision  was  made  to 
charge  interest  on  overdrafts? 
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Mr.  Henderson.  We  started  it  immediately  when  the  decision 
was  made  in  June  1974. 

Mr.  LaFalce.  Are  you  suggesting  the  decision  was  made  in  June 
1974  or  at  some  later  point  in  time? 

Mr.  Henderson.  It  was  made  in  June  1974. 

Mr.  LaFalce.  So  some  bank  examiner  came  to  you  in  June 
1974 

Mr.  Henderson.  No.  I  don't  recall  when  we  had  this  conversa- 
tion, but  he  stated  to  me — these  overdrafts  were  generally  fairly 
liberal  throughout  our  whole 

Mr.  LaFalce.  What  I  am  getting  at  is  that  the  Comptroller's 
report  indicates  that  a  reimbursement  was  made  by  Mr.  Lance  and 
by  Mr.  Lance's  relatives. 

Mr.  Henderson.  No,  sir.  Only  on  the  campaign  account.  I  think 
that  it  was  charged  to  the  individual  accounts  of  the  other  people 
consistently  all  through  that  period.  It  created  a  larger  over- 
draft  

Mr.  LaFalce.  Interest  was  charged  on  individual  accounts  as  of 
June  1974  and  not  something  done  retroactive  to  June  1974? 

Mr.  Henderson.  No,  sir. 

Mr.  LaFalce.  How  about  the  campaign  accounts  though?  Was 
that  same  practice  followed  for  the  campaign? 

Mr.  Henderson.  No  interest  was  charged  on  it  after  it  was  over 
with.  Mr.  Lance  paid  us  the  interest  on  that  at  the  end  of  the 
campaign  when  those  overdrafts  were  covered. 

Mr.  LaFalce.  Was  interest  being  charged  to  him  as  of  the  time 
of  the  overdraft? 

Mr.  Henderson.  No. 

Mr.  LaFalce.  Why  did  you  have  an  inconsistent  policy  as  of 
June  1974;  one  for  personal  loans  or  overdrafts,  and  a  different 
policy  for  campaign  loans  or  overdrafts? 

Mr.  Henderson.  Because,  as  I  stated  to  you  this  morning,  I  had 
complained  vociferously  about  the  campaign  overdrafts  and  I  did 
not  see  any  need  to  increase  them  by  the  interest  charge  and  Mr. 
Lance  had  assured  us  he  would  pay  us  all  costs  in  full  and  we 
collected  that  interest  at  a  later  time. 

Mr.  LaFalce.  Let  me  pursue  that  a  bit  because  you  were  charg- 
ing interest  as  of  June  1974  on  the  personal  loans,  but  you  weren  t 
charging  interest  and  debiting  the  accounts  for  the  campaign  com- 
mittee. Apparently  there  was  some  verbal  understanding.  Is  it 
correct  there  was  some  written  understanding  that  you  would  not 
debit  the  campaign  account  for  interest,  that  it  would  be  reim- 
bursed? 

Mr.  Henderson.  No,  sir. 

Mr.  LaFalce.  Precisely  what  was  your  understanding? 

Mr.  Henderson.  The  understanding  when  Mr.  Lance  entered 
that  campaign  for  Governor  was  that  he  would  reimburse  the  bank 
for  any  costs  incurred  by  the  bank. 

Mr.  LaFalce.  Yes,  but  insofar  as  the  personal  overdrafts  are 
concerned,  you  were  not  talking  about  reimbursement,  you  were 
charging  them  interest  as  of  the  date  of  the  overdraft  and  there 
was  some  difference  in  approach  between  personal  overdrafts  and 
campaign  overdrafts,  is  that  correct? 

Mr.  Henderson.  This  was  entirely  a  decision  on  my  part. 
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Mr.  LaFalce.  What  is  the  basic  difference  in  the  way  you  han- 
dled the  personal  overdrafts  and  the  campaign  overdrafts? 

Mr.  Henderson.  Frankly,  we  have  stated  it. 

Mr.  LaFalce.  Well,  restate  that  for  me.  I  am  really  unclear  as  to 
precisely  what  your  understanding  is  of  the  different  practices 
which  you  say  existed  for  personal  overdrafts  as  opposed  to  cam- 
paign overdrafts.  You  stated  that  you  determined  there  should  be  a 
different  approach.  What  was  that  different  approach? 

Mr.  Henderson.  Frankly,  Mr.  LaFalce,  I  had  even  forgotten  this 
until  the  young  lady  in  the  department  that  handled  this  told  me 
some  3  or  4  weeks  ago  when  she  and  I  had  a  conversation  in  the 
hall  and  she  asked  me,  was  there  any  need  to  increase  that  over- 
draft when  we  knew  we  could  collect  it  at  the  end  of  the  campaign 
and  I  said,  let's  wait  and  collect  it  when  some  contributions  come 
in  and  not  increase  the  overdraft  and  that  is  just  as  clear  as  I  can 
put  it. 

Mr.  LaFalce.  Well,  there  is  a  distinction,  Mr.  Henderson,  be- 
tween the  collection  of  what  is  owed  and  the  billing  for  what  is 
owed. 

Now,  you  apparently  billed  the  interest  owed  on  the  overdrafts 
on  the  personal  account  as  of  the  date  of  the  overdraft,  is  that 
correct? 

Mr.  Henderson.  We  did  it  monthly, 

Mr.  LaFalce.  You  did  not  do  it  monthly,  did  you,  for  the  cam- 
paign accounts? 

Mr.  Henderson.  We  had  the  figures  and  we  had  them  available 
and  we  did  collect  the  money,  yes. 

Mr.  LaFalce.  That  is  not  my  question.  I  understand  you  collect- 
ed the  money  subsequently,  retroactively  with  hindsight.  But  as  of 
the  time,  I  am  curious  as  to  what  was  the  rule  of  Calhoun  National 
Bank  insofar  as  Mr.  Lance's  campaign  account  is  concerned,  and 
what  was  your  agreement 

Mr.  Henderson.  I  have  answered  that  as  definitively  as  I  know 
how  to  answer  it. 

Mr.  LaFalce.  I  suggest  that  that  is  not  very  definitive. 

Let  me  pursue  another  line  of  questioning,  Mr.  Henderson. 

During  your  term  as  president,  it  was  necessary  to  enter  into  an 
agreement  with  the  Comptroller's  Office.  That  agreement  was  en- 
tered into  in  December  1975.  The  agreement  was  terminated  by 
Mr.  Tarleton  in  November  1976. 

Mr.  Henderson.  Yes. 

Mr.  LaFalce.  During  the  period  of  that  agreement  did  you  or 
representatives  of  Calhoun  have  conversations  with  the  Office  of 
the  Comptroller  of  the  Currency,  either  Mr.  Tarleton  or  other 
individuals,  regarding  your  compliance  with  its  terms  and  your 
anticipated  or  hoped-for  termination  of  the  agreement? 

Mr.  Henderson.  Not  that  I  remember,  no,  sir. 

Mr.  Davis.  Perhaps  I  could  add  something  to  that.  Mr.  Hender- 
son was  on  vacation  in  May  1976.  Mr.  Ashley  Lee  came  by  on  a 
foUowup  visit.  Basically  we  went  over  the  agreement  point  by  point 
to  point  out  the  progress  we  had  made  in  the  various  areas  which 
were  criticized,  including  loans  and  other  matters  and  Mr.  Lee  was 
very  careful  to — there  was  some  discussion  which  we  covered  this 
morning  about  the  capital  contribution  and  other  matters  in  there 
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and  we  did  discuss  the  agreement  and  what  we  had  done  to  not 
only  try  to  comply  with  the  letter,  but  with  the  spirit  of  it. 

Mr.  LaFalce.  That  was  in  May  1976? 

Mr.  Davis.  Right. 

Mr.  LaFalce.  There  were  subsequent  visitations.  For  example, 
when  Mr.  Tarleton  considered  the  question  of  terminating  the 
agreement  in  September  1976,  he  did  not  deem  it  advisable  to  do  so 
at  that  time  and  he  wanted  to  wait  at  least  until  the  October 
visitation. 

Now,  who  undertook  the  October  visitation  on  behalf  of  the 
Comptroller's  Office? 

Mr.  Davis.  I  don't  remember. . 

Mr.  LaFalce.  Wouldn't  there  have  been  conversation  in  October 
with  either  Mr.  Henderson  or  Mr.  Davis,  whenever  there  was  a 
visitation  by  the  Comptroller's  Office?  Would  not  that  examiner 
have  dealt  with  either  of  you  two  gentlemen? 

Mr.  Henderson.  Once  we  had  finished  compljdng  with  the  major 
portions  of  that  agreement,  most  of  the  conversation  in  any  exam- 
iner visitation  was  about  the  criticized  loans  and  the  progress  we 
were  making  on  them. 

Mr.  LaFalce.  Let  us  go  into  some  of  the  terms  of  that  agree- 
ment. For  example — I  guess  I  have  gone  over  my  5  minutes. 

Chairman  St  Germain.  Have  either  of  you  asked  the  Comptrol- 
ler's Office  about  the  agreement? 

Mr.  Davis.  I  had  no  objection  to  the  agreement. 

Chairman  St  Germain.  It  didn't  bother  you,  did  it? 

Mr.  Davis.  It  just  called  for  sound  banking  practices. 

Chairman  St  Germain.  When  it  was  rescinded,  it  came  as  a 
surprise  to  you? 

Mr.  Henderson.  I  was  very  much  surprised  the  morning  I  got 
the  letter  rescinding  it. 

Mr.  Davis.  I  thmk  it  might  be  noted  our  directors  excerpted 
portions  of  the  agreement  and  we  made  it  bank  policy  and  put  it  in 
our  minutes  that  we  would  continue  to  do  an  awful  lot  of  things  in 
the  agreement. 

Chairman  St  Germain.  The  point  is,  you  didn't  feel  any  great 
need  for  that  rescission  at  that  time  and  you  did  not  request  it;  it 
came  as  a  surprise  to  all  of  you  at  the  bank? 

Mr.  Davis.  Yes,  sir,  we  had  no  strong  feelings  one  way  or  the 
other. 

Chairman  St  Germain.  Mr.  Rousselot. 

Mr.  Rousselot.  Mr.  Chairman,  I  appreciate  your  willingness  to 
be  here  today. 

Mr.  Guyton,  were  you  here  this  morning  when  we  had  the  dis- 
cussion of  the  agreement  between  the  Office  of  the  Comptroller  of 
the  Currency  and  the  Calhoun  First  National  Bank  of  Georgia? 

Mr.  Guyton.  Yes,  I  was. 

Mr.  Rousselot.  Are  you  at  all  familiar  with  that  type  of  agree- 
ment when  a  bank  is  evidently — well,  according  to  the  "whereas" 
clauses  in  this  agreement,  it  says,  "Whereas,  the  Comptroller  be- 
lieves it  is  in  the  best  interests  of  the  bank  to  avoid  other  adminis- 
trative proceedings  in  order  to  comply  with  rules  and  regulations" 
and  so  forth.  You  are  familiar  with  those  agreements? 
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Mr.  GuYTON.  I  am  really  not,  other  than  what  I  have  read  in  a 
few  instances  in  the  press  about  agreements  having  been  agreed  to 
between  regulatory  agencies  and  various  banks. 

Mr.  RoussELOT.  I  notice  you  have  been  chief  operating  officer  for 
both  the  National  Bank  of  Georgia  and  First  Mississippi  National 
Bank.  You  have  never  been  asked  to  go  into  this  kind  of  agreement 
as  the  chief  operating  officer  of  a  bank? 

Mr.  GuYTON.  No,  sir. 

Mr.  RoussELOT.  Would  you  consider  it  an  unusual  agreement? 

Mr.  GuYTON.  Well,  it  has  become  more  commonplace,  I  under- 
stand, over  the  last  few  years. 

Mr.  RoussELOT.  As  chief  operating  officer,  you  wouldn't  be  anx- 
ious to  have  one  of  those? 

Mr.  GuYTON.  I  would  not. 

Mr.  RoussELOT.  Why  not? 

Mr.  GuYTON.  I  think  it  is  somewhat  of  an  indictment  of  a  bank 
and  its  banking  practices  and  policies. 

Mr.  RoussELOT.  It  is  somewhat  of  a  what? 

Mr.  GuYTON.  An  indictment  of  the  practices  and  policies  of  that 
particular  bank  and  it  suggests  more  improvements  that  they 
would  like  that  bank  to  make. 

Mr.  RoussELOT.  It  seemed  very  severe  to  me,  this  one  that  I  have 
read,  and  I  just  wondered,  as  a  chief  operating  officer  of  two 
different  banks,  how  you  would  approach  it  if  the  Comptroller  of 
the  Currency  came  to  you  and  asked  you  to  sign  and  your  bank 
directors  to  sign  such  an  agreement.  You  would  consider  it  a  seri- 
ous problem,  is  that  correct? 

Mr.  GuYTON.  Yes,  I  would. 

Mr.  RoussELOT.  You  heard  the  comments  of  the  Administrator  of 
the  region  today,  Mr.  Tarleton,  that — well,  Mr.  Tarleton,  I  will 
come  back  to  you  since  you  are  here.  You  have  heard  the  state- 
ment now  of  Mr.  Guyton,  that  he  considers  that  an  indictment  of 
the  bank  and  its  practices  and  policies.  He  would  so  consider  it,  as 
chief  operating  officer,  and  he  would  also  consider  that  there  were 
clearly  correctional  processes  required  of  the  bank.  Inasmuch  as  we 
have  now  had  a  chance  to  read  this  agreement,  I  was  very  much 
taken  by  your  statement  this  morning  that  there  was  quite  a 
difference  in  the  situation  at  Calhoun  First  National  Bank  between 
1975  and  1976,  when  you  took  this  agreement  off. 

All  of  these  items  that  are  stated  in  this  agreement  require  a 
tremendous  amount  of  reporting  on  the  part  of  a  bank,  such  as 
weekly  reports  in  some  cases,  and  documents.  None  of  these  over- 
draft situations  turned  up  in  any  of  your  examinations  or  visita- 
tions when  you  had  such  a  tight  control  of  the  bank  under  this 
agreement? 

Mr.  Tarleton.  That  is  right. 

Mr.  RoussELOT.  None  of  that  turned  up  in  that  time  that  the 
agreement  was  in  effect? 

Mr.  Tarleton.  Not  only  in  the  reporting,  but  in  subsequent— I 
am  laboring  over  a  problem  I  might  have  on  disclosure  of  informa- 
tion that  I  am  not  at  liberty  to  disclose.  May  I  consult  my  attor- 
ney? 

Mr.  RoussELOT.  Because  of  what,  mandates  by  the  Justice  De- 
partment or  what? 
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Mr.  Tarleton.  Oh,  no. 

The  examiner's  visitation  and  examiner's  report  subsequent  to 
the  imposition  of  the  agreement  did  positively  state  that  there  had 
been  no  reoccurrences  of  the  overdraft  problem. 

Mr.  RoussELOT.  Even  among  the  family? 

Mr.  Tarleton.  That  is  right. 

Mr.  RoussELOT.  Was  this  information  withheld  from  your  exam- 
iners or  what? 

Mr.  Tarleton.  I  can't  address  myself  to  that,  but  I  know  the 
examiners  did  make  that  statement. 

Mr.  RoussELOT.  The  statement  was  made  between  the  time  this 
agreement  was  imposed  and  the  time  when  you  lifted  it,  is  that 
correct? 

Mr.  Tarleton.  That  is  exactly  correct. 

Mr.  RoussELOT.  Mr.  Chairman,  it  is  just  incredible  to  me  that 
under  this  agreement,  with  all  of  the  mandates  in  it  for  reporting 
that  all  of  this  could  have  gone  on  without  the  knowledge  of  the 
examiners.  I  am  now  talking  about  between  the  time  this  agree- 
ment was  imposed  in  December  1975  and  the  time  Mr.  Tarleton 
lifted  the  agreement  on  his  own  initiative  in  1976  a  few  days  before 
Mr.  Lance's  appointment. 

Mr.  Tarleton.  I  am  not  aware  of  any  overdraft  problems  subse- 
quent to  the  putting  on  of  the  agreement. 

Mr.  Henderson.  There  were  none,  sir. 

Mr.  Davis.  There  were  none,  sir. 

Mr.  RoussELOT.  Well,  I  will  just  repeat  what  the  agreement  says, 
"the  bank  shall  not  lend  money  or  otherwise  extend  credit  or 
provide  services  or  participate  in  any  manner  in  any  campaign  for 
any  political  office  by  T.  Bertram  Lance  or  a  campaign  for  political 
office  by  any  officer,  director,  or  any  other  person  associated  with 
the  bank  except  as  permitted  by  statute,"  and  then  it  goes  on,  "All 
proposed  credits,  loans,  or  other  participation  in  the  campaign  for 
political  office  by  T.  Bertram  Lance  or  any  other  officer,  director  or 
person  associated  with  the  bank  shall  have  prior  written  approval 
of  the  regional  administrator.  The  board  of  directors  shall  within 
90  days  provide  the  bank  with  a  new,  active,  capable,  senior  lend- 
ing officer." 

Was  that  complied  with? 

Mr.  Tarleton.  That  is  Mr.  Davis. 

Mr.  RoussELOT.  And  then  it  goes  into  great  detail  as  to  all  of  the 
family,  also. 

Now,  is  Mrs.  Lance  still  part  of  the  family? 

Mr.  Tarleton.  I  assume  so. 

Mr.  Henderson.  Mr.  Rousselot,  there  were  no  overdrafts  after 
the  date  we  signed  that  agreement.  They  were  cleared  out.  They 
were  gone. 

Mr.  Davis.  There  hasn't  been  a  one. 

Mr.  Rousselot.  That  isn't  the  information  we  have. 

Mr.  Tarleton.  Are  you  talking  about  overdrafts  at  Calhoun  First 
National  Bank  or  other  banks? 

Chairman  St  Germain.  Calhoun. 

Mr.  Tarleton.  I  am  aware  of  no  overdrafts  at  the  Calhoun  First 
National  Bank,  and  would  like  to  see  evidence  to  that  point. 
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Mr.  RoussELOT.  There  is  a  conflict  between  you  and  the  Comp- 
troller. 

Chairman  St  Germain.  In  the  Comptroller's  report — and  the 
chart  was  up  earlier,  January,  February,  March— in  April,  4-20-76, 
there  was  an  overdraft. 

Mr.  Henderson.  Mr.  Chairman,  I  beg  your  pardon.  There  were, 
as  best  I  remember,  and  I  checked  into  this — there  were  seven 
occasions. 

Chairman  St  Germain.  How  many? 

Mr.  Henderson.  Seven.  One  of  which  as  best  I  remember  was  for 
49  cents. 

Chairman  St  Germain.  Up  to  $1,428. 

Mr.  Henderson.  Two  of  those  were  caused  by  errors  by  our 
clerical  people  not  doing  what  they  were  supposed  to  do  in  trans- 
fers of  funds.  The  others  occurred  because  in  a  tranfer  arrange- 
ment with  the  National  Bank  of  Georgia  they  were  closed  on 
Saturday  and  we  are  open  on  Saturday.  If  that  is  what  we  are 
referring  to — but  those  are  the  only  ones  to  my  knowledge. 

Mr.  Rousselot.  We  are  just  looking  at  the  Comptroller's  charts. 
That  is  all  we  can  go  by.  We  admit  the  information  we  have 
received  obviously  isn't  perfect.  Mr.  Bloom  has  stated  he  himself 
made  some  mistaken  judgments  in  the  statements  he  made  to  the 
Senate.  You  know,  those  things  do  occur. 

Mr.  Cleveland,  if  I  could,  section  G  of  the  Comptroller's  report, 
this  discusses  the  investment  management  agreement  between  the 
National  Bank  of  Georgia  and  the  Central  States,  Southeast  and 
Southwest  Areas  Pension  Fund — the  Teamsters  fund. 

On  March  31,  1976,  the  National  Bank  of  Georgia  signed  an 
agreement  to  manage  $17,500,000  for  the  Teamsters'  pension  fund. 
Under  the  agreement,  the  National  Bank  of  Georgia  received  fees 
only  for  the  management  of  the  account.  The  assets  of  the  fund 
were  to  be  held  by  American  National  Bank  and  Trust  Company  of 
Chicago,  111. 

Then  another  fact. 

On  March  26,  1976,  there  was  a  special  National  Bank  of  Georgia 
memorandum  from  Raymond  H.  Sapp,  vice  president  and  trust 
officer.  National  Bank  of  Georgia,  to  Mr.  Davis,  chairman  of  the 
trust  subcommittee,  states,  and  I  will  quote: 

One,  the  opiwrtunity  for  our  trust  department  to  manage  this  size  account  is 
certainly  a  rare  occasion.  This  size  account  is  very  difficult  to  obtain,  and  it  appears 
that  this  account  was  simply  given  to  us  as  a  result  of  the  influence  of  Mr.  Lance 
and  Mr.  Cleveland.  I  do  not  think  we  can  afford  to  pass  up  the  opportunity. 

Two,  there  are  certain  risks  that  may  come  with  the  account,  but  we  are  in 
business  to  accept  responsibilities  and  risks.  I  do  not  feel  that  we  can  afford  to  turn 
down  the  account  provided  we  are  charging  a  reasonable  fee  for  our  services. 

I  assume  that  would  be  a  better  fee  than  Mr.  Lance  was  charged. 

Now,  the  questions  are,  Why  do  you  suppose  the  National  Bank 
of  Georgia  was  selected  by  the  Teamsters  to  manage  part  of  the 
Central  States  account?  Does  anybody  want  to  attempt  that? 

Mr.  Cleveland.  Yes,  I  will  attempt  it.  That  Teamsters'  pension 
fund  account  is  my  account.  I  solicited  it.  I  went  to  Chicago  to  get 
it.  It  is  not  an  account  to  be  ashamed  of. 

Mr.  Rousselot.  I  didn't  say  there  was  anything  to  be  ashamed  of. 

Mr.  Cleveland.  I  didn't  say  you  did  say  that.  That  account  is 
from  the  working  people  that  are  members  of  the  Teamsters'  fund. 
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It  was  handled  on  a  professional,  first-class,  conservative  basis.  It 
was  done  on  a  bid  basis.  The  trustees  awarded  those  accounts  to 
the  banks  they  thought  were  well  qualified  to  handle  it  in  geo- 
graphical areas. 

Mr.  RoussELOT.  We  understand  some  banks  on  the  original  list 
declined  to  manage  the  Central  States  assets  under  the  conditions 
upon  which  the  fund  insisted;  namely,  that  they  serve  as  manager 
only,  and  not  as  custodian.  Can  you  explain  why? 

Mr.  Cleveland.  Yes,  sir,  I  certainly  can.  That  is  a  matter  of  pure 
ego.  I  was  mad  as  hell  about  it.  I  didn't  want  another  bank  manag- 
ing funds  that  we  had  the  responsibility  for  managing.  I  wanted 
them  in  our  possession,  in  our  vault,  under  our  control.  I  almost 
declined  the  account  because  we  could  not  get  them  to  agree  to  do 
that. 

On  the  other  hand,  there  was  every  evidence  that  the  bank  in 
Chicago  which  did  handle  it  had  a  strong  reputation  in  the  man- 
agement and  as  custodian  of  funds  of  this  nature  and  I  was  finally 
persuaded  to  leave  the  funds  with  them. 

Mr.  RoussELOT.  Have  the  officials  of  the  Teamsters'  Union  or 
Teamsters'  pension  fund  received  any  loans  from  the  National 
Bank  of  Georgia  since  December  23,  1975? 

Mr.  Cleveland.  Not  to  my  knowledge,  none  whatsoever. 

Mr.  RoussELOT.  Would  anyone  else  care  to  comment  on  that? 

Mr.  Leach.  Would  the  gentleman  3deld. 

Mr.  ROUSSELOT.  Yes,  I  would  be  glad  to  yield. 

Mr.  Leach.  Has  the  Teamsters'  pension  fund  loaned  any  money 
to  any  officers  or  directors  of  the  National  Bank? 

Mr.  Cleveland.  No,  sir,  they  have  not. 

Mr.  Leach.  Thank  you. 

Chairman  St  Germain.  I  was  going  to  observe — I  wouldn't  be  too 
eager  to  answer  that  question  because  it  seems  to  me  some  of  your 
officers  in  the  past  have  not  disclosed  to  the  board  of  directors 
their  loans  that  they  have  taken  out  in  contravention  of  the  re- 
quirements. 

Mr.  Cleveland.  That  may  be  true  in  one  or  two  instances.  But 
for  the  most  part  I  can  assure  you  the  officers  of  the  National 
Bank  of  Georgia  did  consistently  report  their  loans  to  the  board  of 
directors. 

Mr.  RoussELOT.  OK.  Did  any  one  receive  finders  fees  from  the 
board  of  directors? 

Mr.  Cleveland.  No,  sir,  not  to  my  knowledge.  Certainly  nobody 
connected  with  the  bank  did. 

Mr.  RoussELOT.  Thank  you,  Mr.  Chairman. 

Chairman  St  Germain.  Mr.  Derrick? 

Mr.  Derrick.  Thank  you,  Mr.  Chairman. 

I  know  how  bad  these  gentlemen  want  to  get  back  to  Georgia;  I 
can  understand  that. 

Chairman  St  Germain.  As  a  matter  of  fact,  I  don't  think  they 
even  wanted  to  come  here. 

Mr.  Derrick.  I  am  sure  there  are  probably  at  least  a  million 
places  they  can  think  of  in  the  next  5  minutes  they  would  rather 
be,  the  first  one  being  Calhoun,  Ga. 

I  want  to  ask  the  gentlemen  with  the  National  Bank  of  Georgia 
first  a  couple  of  questions — a  question. 
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Mr.  Guyton  and  Mr.  Cleveland,  can  you  state  without  any  reser- 
vation that  there  is  no  connection  between  those  correspondent 
bank  balances  and  the  loans  that  were  made  to  Mr.  Lance? 

Mr.  Cleveland? 

Mr.  Cleveland.  No,  sir,  I  cannot  make  that  statement.  I  wasn't 
present  when  those  loans  were  arranged.  I  have  no  knowledge  of 
the  details  of  those  loans. 

Mr.  Derrick.  How  about  you,  Mr.  Guyton? 

Mr.  Guyton.  I  have  no  knowledge  of  the  circumstances  regarding 
the  accounts  or  the  loans.  I  have,  however,  asked  each  of  the  senior 
officers  of  the  bank  if  they  were  aware  of  any  relationship  between 
the  loans  and  the  balances  in  these  particular  accounts,  and  they 
said  they  knew  of  none. 

Mr.  Derrick.  I  think  you  all  were  ready  for  that  question. 

The  thing  that  bothers  me — as  I  look  at  those  charts  I  think  that 
any  reasonable  person  would  at  least  have  to  ask  that  question. 
Can  you  sit  there  and  tell  me  as  far  as  you  know  there  is  no 
connection  whatsoever?  You  were  made  president  of  the  bank  on 
May  1.  I  don't  guess  any  of  these  loans  were  made  since  you  have 
been  president. 

Mr.  Guyton.  No,  they  have  not  been. 

Mr.  Derrick.  Is  there  anyone  in  the  room  who  is  qualified,  who 
was  the  chief  executive  officer  at  that  time,  to  answer  that  ques- 
tion? 

Mr.  Cleveland.  I  was  the  chief  executive  officer  at  that  time, 
but  I  cannot  answer  the  question  because  I  do  not  know  the  details 
of  those  loan  negotiations.  I  simply  don't  know. 

Mr.  Derrick.  Mr.  Cleveland,  is  it  a  general  practice  in  your  bank 
to  negotiate  correspondent  accounts  of  that  size  without  the  knowl- 
edge of  the  chief  executive  officer? 

Mr.  Cleveland.  It  has  been  negotiated  up  to  certain  levels  before 
presenting  it  to  me,  yes.  This  is  not 

Mr.  Derrick.  Is  this  common  practice? 

Mr.  Cleveland.  Yes,  it  is,  because  what  happens  is  the  calling 
officers  from  other  banks  come  in.  They  don't  always  come  to  my 
office  first.  They  normally  go  to  other  officers  of  the  bank,  talk 
about  special  services  they  can  provide,  try  to  do  a  selling  job  at 
that  level,  and  then  try  to  get  those  senior  officers  to  come  to  me, 
to  do  a  selling  job  with  them. 

Most  frequently  negotiations  or  discussions  or  this  type  of  thing 
take  place  at  a  lower  level  of  management  and  work  their  way  up. 
But  I,  as  chief  executive  officer  of  my  bank,  usually  made  the 
recommendation  to  the  board  of  directors  to  change  correspondent 
bank  accounts  or  to  open  new  bank  accounts. 

Mr.  Derrick.  Mr.  Cleveland,  I  am  sure,  although  I  don't  know 
you,  that  you  are  a  reasonable  man  and  apparently  have  been  very 
successful  in  your  profession.  Can  you  look  at  those  charts  and  tell 
me  that  it  doesn't  raise  any  question  in  your  mind  about  there 
being  some  relationship  between  those  loans  and  those  bank  bal- 
ances? 

Mr.  Cleveland.  I  can  only  tell  you  that  based  on  what  Mr. 
Guyton  has  said  and  the  information  which  we  received,  that  in 
the  case  of  the  C.  &  S.  bank  correspondent  bank  arrangement,  that 
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that  was  done  purely  on  a  professional  level  based  on  the  recom- 
mendations of  independent  consultants. 

Mr.  Derrick.  Mr.  Cleveland,  who  in  your  bank  could  I  ask  that 
question  of  who  would  have  made  that  decision,  who  could  give  me 
a  yes  or  no  answer? 

Mr.  Cleveland.  That  would  have  made  the  recommendation? 

Mr.  Derrick.  That  is  right.  Who  handled  the  setting  up 

Mr.  Cleveland.  Of  the  correspondent  relationship  with  the 
C.  &  S.? 

Mr.  Derrick.  Not  only  with  the  C.  &  S.  I  am  talking  about  the 
Continental  Illinois  and  Manufacturers  Hanover. 

Mr.  Cleveland.  I  can  certainly  respond  to  one  of  them. 

Mr.  Derrick.  I  would  be  happy  to  hear  it. 

Mr.  Cleveland.  The  Manufacturers  Hanover  I  can  respond  to 
from  personal  knowledge. 

Mr.  Derrick.  All  right. 

Mr.  Cleveland.  I  was  present  during  the  discussions  and  the 
negotiations  to  change  that  relationship  to  Manufacturers  Hanover 
Bank,  and  it  was  based  purely  on  the  services  that  they  could 
provide,  that  we  had  not  been  able  to  get  in  a  satisfactory  manner 
from  other  correspondent  banks. 

Mr.  Derrick.  So  what  you  are  telling  me — and  I  am  not  question- 
ing you,  but  I  want  to  make  sure  I  understand  it — is  that  in  April 
1975  you  had  on  deposit  no  dollars  with  Manufacturers  Hanover? 

Mr.  Cleveland.  That  is  right. 

Mr.  Derrick.  And  that  in  June  of  the  same  year  there  was 
$2,700,000  on  deposit  with  that  bank  and  on  June  30  that  bank 
made  to  Mr.  Lance  a  loan  of  $2,600,000.  There  is  no  connection 
whatsoever. 

Mr.  Cleveland.  I  am  not  saying  there  is  no  connection  whatso- 
ever. I  don't  know  that.  But  I  know  that  the  correspondent  bank 
relationship  with  our  bank  was  not  opened  on  that  basis. 

Mr.  Derrick.  Was  there  anything  down  the  line  that  formed  in 
the  relationship  there  that  you  are  aware  of? 

Mr.  Cleveland.  In  relation  to  what? 

Mr.  Derrick.  The  loan  and  the  balance. 

Mr.  Cleveland.  Not  that  I  am  aware  of.  The  balances  that  you 
see  there  are  gross  balances,  not  net,  collected  usable  balances. 
That  total  amount  of  money  shown  on  those  balances  is  not  neces- 
sarily available  to  Manufacturers  Hanover. 

Mr.  Derrick.  I  understand  the  duties  of  a  correspondent  bank, 
Mr.  Cleveland.  But  you  can  tell  me  by  looking  at  that  chart  that 
there  is  no  relationship  whatsoever  between  the  two? 

Mr.  Cleveland.  No,  I  cannot  say  that.  I  can  say  that  it  was 
not — it  was  not  a  condition  to  us  opening  that  account  with  Manu- 
facturers Hanover,  and  balances  and  loans  in  connection  with 
opening  that  account  were  not  discussed  in  that  original  meeting. 

Mr.  Derrick.  All  right.  If  it  wasn't  a  condition  of  opening  the 
account,  was  there  anything  that  happened  after  the  account  was 
opened  that  would  have  made  that  account  a  consideration  for  that 
loan  that  you  are  aware  of? 

Mr.  Cleveland.  That  was  not  discussed  with  me  at  all. 

Mr.  Derrick.  Are  you  aware  of  anyone  that  it  was  discussed 
with? 
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Mr.  Cleveland.  No,  I  am  not. 

Mr.  Derrick.  Do  you  have  any  further  knowledge  about  it  what- 
soever? 

Mr.  Cleveland.  No,  I  do  not. 

Mr.  Derrick.  Who  in  your  bank,  if  anyone,  could  give  us  a  yes  or 
no  answer  to  that? 

Mr.  Cleveland.  I  don't  know  of  anyone  that  could.  To  my  knowl- 
edge, the  relationship  between  the  loan  and  the  correspondent 
account  was  never  discussed  by  anybody  in  our  bank. 

Mr.  Derrick.  All  right.  So,  what  you  are  telling  me  is  that  it  was 
just  a  coincidence  that  the  funds  jumped  at  about  the  same  time 
the  loan  was  made? 

Mr.  Cleveland.  I  just  don't  know,  really.  The  relationship  be- 
tween the  balances  I  do  not  believe  have  any  bearing  whatsoever  to 
the  making  of  the  loan  when  it  was  made. 

Mr.  Derrick.  And  there  is  no  one  in  your  bank  that  could 
furnish  us  with  that  information? 

Mr.  Cleveland.  I  wouldn't  think  so. 

Mr.  Derrick.  As  far  as  you  know — and  I  address  this  question  to 
you,  Mr.  Guyton,  as  well — there  is  no  relationship  whateoever  be- 
tween the  instigation  of  these  accounts — when  they  were  originally 
started,  made  correspondent  banks — and  anything  that  happened 
thereafter,  that  would  connect  the  loans  that  were  made  to  Mr. 
Lance  with  the  balances  that  were  on  hand  with  your  correspond- 
ing banks? 

Mr.  Cleveland.  I  can  answer  that  from  my  standpoint.  To  the 
best  of  my  knowledge  there  was  none  whatsoever. 

Mr.  Derrick.  Is  the  best  of  your  knowledge  absolute? 

Mr.  Cleveland.  It  would  not  be  absolute.  You  have  to  recall 
there  was  an  interim  period  of  time  in  which  I  was  not  daily 
involved  in  the  bank. 

Mr.  Derrick.  You  don't  know  of  your  own  knowledge  of  any 
relationship? 

Mr.  Cleveland.  I  have  no  knowledge  of  any  relationship  between 
those  loans  and  the  account. 

Mr.  Derrick.  Directly  or  indirectly? 

Mr.  Cleveland.  Directly  or  indirectly. 

Mr.  Derrick.  How  about  you? 

Mr.  Guyton.  I  know  of  none. 

Mr.  Derrick.  Directly  or  indirectly? 

Mr.  Guyton.  That  is  right. 

Mr.  Derrick.  Is  there  anyone  in  your  bank — if  this  knowledge 
was  available— that  would  be  in  a  better  position  to  give  it  to  us 
than  either  one  of  you  two  gentlemen?  I  believe  Mr.  Lance  resigned 
as  the  chief  executive  officer  and,  Mr.  Cleveland,  you  took  over,  is 
that  correct? 

Mr.  Cleveland.  Yes,  I  did. 

Mr.  Derrick.  Is  there  anyone  else  in  your  bank? 

Mr.  Guyton.  I  would  not  think  so,  no. 

Mr.  Derrick.  All  right. 

Mr.  Davis  and  Mr.  Henderson,  how  old  is  your  bank  in  Calhoun? 

Mr.  Henderson.  I  believe,  Mr.  Derrick,  it  is  65  or  66  years  old. 

Mr.  Derrick.  Mr.  Davis,  I  take  it  you  are  related  to  Mrs.  Lance. 
What  is  her  maiden  name? 
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Mr.  Davis.  Her  name  is  David,  and  mine  is  Davis. 

Mr.  Derrick.  I  am  sorry. 

Mr.  Davis.  I  am  not  related  at  all,  I  assure  you. 

Mr.  Henderson.  Mr.  Davis  came  to  our  bank  in  response  to  this 
agreement  we  have  been  talking  about. 

Mr.  Derrick.  That  was  an  oversight  on  my  part.  I  am  sorry. 

You  say  that  this  has  been  a  pretty  consistent  practice  of  over- 
drafts by  directors  of  your  bank  for  a  long  time,  is  that  correct? 

Mr.  Henderson.  By  some  few — not  all. 

Mr.  Derrick.  Were  they  generally  in  this  amount? 

Mr.  Henderson.  No,  sir. 

Mr.  Derrick.  This  was  an  unusual  situation? 

Mr.  Henderson.  Yes,  it  had  gotten  unusually  high,  yes. 

Mr.  Derrick.  Did  you  have  any  written  agreement  with  any  of 
the — I  guess  they  would  be  referred  to  as  overdraftees — did  you 
have  a  bank  note  or  anything  that  would 

Mr.  Henderson.  No,  we  did  not. 

Mr.  Derrick.  But  you  did  have  a  firm  understanding  with  them, 
I  am  sure,  that 

Mr.  Henderson.  Of  the  circumstances,  and  at  no  time  did  I  think 
we  were  going  to  lose  any  money,  which  we  did  not. 

Mr.  Derrick.  I  was  going  to  ask  you  that  question.  How  long  has 
Mr.  Lance  done  business  with  your  bank? 

Mr.  Henderson.  Mr.  Derrick,  I  have  been  working  there  24 
years,  and  he  beat  me  there  by  2  years.  So  he  has  been  there 

Mr.  Derrick.  Have  you  ever  lost  a  dime  on  any  one  of  those 
loans? 

Mr.  Henderson.  No,  sir. 

Mr.  Derrick.  Was  he  capable,  in  your  judgment,  of  paying  back 
his  overdrafts  without  question. 

Mr.  Henderson.  Yes,  sir. 

Mr.  Derrick.  Were  the  other  members  of  his  wife's  family  capa- 
ble of  paying  back  the  overdrafts? 

Mr.  Henderson.  They  not  only  were,  they  did. 

Mr.  Derrick.  I  understand  that,  but  there  was  no  question  in 
your  mind? 

Mr.  Henderson.  No,  sir. 

Mr.  Derrick.  I  assume  they  are  very  prominent  people 

Mr.  Henderson.  I  told  you  this  morning  I  do  not  approve  of  it. 
But  at  the  same  time  I  did  not  think  we  would  lose  any  money,  and 
we  did  not. 

Mr.  Derrick.  I  have  got  along  with  Mr.  Mattox  with  these  kinds 
of  Southern  banking  practices.  Overdrafts  are  not  usual  things.  But 
there  is  one  thing  I  would  like  to  get  back  to,  and  then  I  will  turn 
it  over. 

What  I  cannot  understand— and  Mr.  LaFalce  asked  about  this— I 
can  understand  that  Mr.  Lance  was  connected  with  the  bank,  and 
a  member  of  the  family,  and  he  was  running  for  Governor,  and 
that  you  would  let  him  overdraft  with  the  understanding  he  would 
pay  it  up  with  interest. 

I  really  cannot  understand  how  you  let  the  rest  of  these  accounts 
go  for  so  long  without  charging  any  interest  on  them.  That  is  the 
one  thing  that  I  find 
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Mr.  Henderson.  Mr.  Derrick,  we  did  not  charge  any  customer 
any  interest  up  until  June  1974.  At  that  time  we  started  on  every- 
body alike. 

Mr.  Derrick.  Whether  they  were  stockholders  or 

Mr.  Henderson.  It  didn't  matter. 

Mr.  Derrick.  You  didn't  carry  overdrafts  for  6  or  8  months  for 
everyone,  though? 

Mr.  Henderson.  No,  no. 

Mr.  Derrick.  And  this  was  just  a  practice  of  the  bank,  not  to 
charge  interest  on  long-term  overdrafts? 

Mr.  Henderson.  Yes. 

Mr.  Derrick.  I  think  I  will  relinquish  the  rest  of  my  time.  I 
thank  the  gentleman  very  much.  I  wish  you  a  safe  trip  back  home. 

Chairman  St  Germain.  Mr.  Mattox? 

Mr.  Mattox.  Mr.  Henderson,  I  was  not  here  at  the  beginning  of 
your  testimony.  Have  you  been  associated  with  other  banks  besides 
the  Calhoun  bank? 

Mr.  Henderson.  No,  sir,  this  is  the  only  bank  I  have  ever  worked 
in. 

Mr.  Mattox.  Could  you  give  me  some  idea  of  the  size  of  the 
overdrafts  that  might  relate  to  someone  other  than  the  ones  we 
have  heard  testimony  about — the  ones  related  to  Bert  Lance  or  his 
family? 

Do  you  have  any  idea  as  to  the  size  or  duration  of  other  over- 
draft type  accounts? 

Mr.  Henderson.  Mr.  Mattox,  if  you  will  divide  the  number  of 
family  members  into  the  total  and  get  it  down  to  that,  we  quite 
frequently  have  people  that  might  be  overdrawn,  but  not  for  the 
constancy  of  these  accounts. 

Mr.  Mattox.  You  had  some  with  very  sizable  overdrafts. 

Mr.  Henderson.  Yes. 

Mr.  Mattox.  Was  that  a  type  situation  where  you  knew  the 
family?  How  big  is  Calhoun,  Ga. 

Mr.  Henderson.  About  5,000  people. 

Mr.  Mattox.  You  know  about  half  the  people  in  town? 

Mr.  Henderson.  I  know  about  all  of  them. 

Mr.  Mattox.  You  know  which  ones  will  pay  you  and  which  ones 
won't? 

Mr.  Henderson.  Yes,  sir. 

Mr.  Mattox.  Probably  from  long  experience. 

Mr.  Henderson.  Yes,  sir. 

Mr.  Mattox.  I  have  been  related  at  times  to  some  of  these 
smaller  banks  in  Texas,  and  I  know  overdrafting  is  a  very  common 
practice,  particularly  as  it  relates  to  the  elderly.  The  elderl>  fre- 
quently overdraft  their  accounts,  and  the  bank  may  pick  it  up 
sometime  later,  when  they  get  their  social  security  check  in  later. 

Is  that  the  way  you  would  do  it? 

Mr.  Henderson.  Yes. 

Mr.  Mattox.  And  that  has  been  a  common  practice? 

Mr.  Henderson.  Ever  since  I  have  been  there,  yes. 

Mr.  Mattox.  Are  there  any  other  banks  in  Calhoun,  Ga.? 

Mr.  Henderson.  One  smaller  bank. 

Mr.  Mattox.  Do  they  follow  a  similar  practice,  do  you  know? 

Mr.  Henderson.  I  can't  answer  that. 
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Mr.  Mattox.  Mr.  Davis,  at  what  other  kinds  of  banks  have  you 
worked? 

Mr.  Davis.  I  was  with  the  Citizens  &  Southern  National  Bank  for 
about  12  years,  and  before  that  the  First  National  of  Atlanta  for  a 
couple  of  years. 

Mr.  Mattox.  Are  you  familiar  with  the  overdrafting  policies  of 
some  other  banks  in  Georgia? 

Mr.  Davis.  I  am  familiar  with  the  Citizens  &  Southern  policy. 

Mr.  Mattox.  Do  they  allow  overdrafts? 

Mr.  Davis.  Yes.  They  had  a  form  for  the  amount  of  time  your 
account  would  be  open.  It  would  pay  your  account  up  to  a  certain 
set  amount. 

Mr.  Mattox.  What  kind  of  charges  on  overdrafts? 

Mr.  Davis.  $5  a  check.  There  was  no  interest  charge.  Straight  $5 
a  check. 

Mr.  Mattox.  How  quick  did  you  have  to  pay  it  off?  How  quick 
did  you  have  to  cover  your  overdraft?  Do  you  understand  what  I 
mean? 

Mr.  Davis.  Yes,  I  do.  Each  branch  or  whatever  unit  you  want  to 
call  would  get  a  monthly  listing  of  overdrafts.  If  there  were  any 
sizable  ones,  basically  you  were  expected  to  contact  the  customer 
and  try  to  get  it  covered.  If  it  were  a  modest  amount,  $40,  $50,  we 
usually  let  it  ride  a  while. 

Mr.  Mattox.  You  have  a  situation  where  someone  has  an  over- 
draft privilege,  where  they  understood  they  could  overdraft  what- 
ever they  want  to,  but  it  would  mean  having  to  pay  a  certain 
interest  rate  on  that  overdraft? 

Mr.  Davis.  Yes,  sir,  but  it  was  considerably  more  formalized  in  a 
larger  bank.  You  actually  signed  up  for  a  preapproved  line  of 
credit.  You  use  your  regular  checks,  and  overdraw,  and  it  auto- 
matically turned  into  a  loan. 

Mr.  Mattox.  I  think  that  has  been  the  practice  in  Texas. 

Mr.  Davis.  Yes,  sir. 

Mr.  Mattox.  Overdrafting  is  not  an  unheard  of  thing  in  some 
areas.  Is  it  a  pretty  consistent  practice? 

Mr.  Davis.  No,  sir,  particularly  when  you  know  who  you  are 
dealing  with.  It  says  something  about  what  your  banker  thinks 
about  you  really.  If  he  bounces  your  check  his  opinion  of  you  is  not 
too  high,  to  be  honest  about  it. 

Mr.  Mattox.  I  know  several  times — I  have  known  bankers  to  call 
somebody  and  say. 

I  don't  want  to  return  your  check,  I  am  going  to  extend  a  loan  for  x  amount  to 
cover  this  check,  and  you  just  come  in  and  pay  it  off  whenever  you  want  to. 

Have  you  seen  that  done  before? 

Mr.  Davis.  I  don't  quite  think  I  have  seen  that  done. 

Mr.  Mattox.  Let  me  ask  you  this.  You  know,  the  hearings  that 
we  have  been  having  have  been  directed  to  a  great  extent  at  Bert 
Lance  and  Bert  Lance's  problems,  and  whether  or  not  he  is  or  is 
not  qualified  to  be  in  the  position  he  is  now  holding. 

By  and  large,  I  think  the  purpose  that  we  started  these  hearings 
was  to  try  to  get  at  the  question  of  some  of  the  overall  banking 
practices,  and  if  there  should  be  some  remedies  that  should  be 
taken  in  relationship  to  some  of  the  problems  that  existed  that  Mr. 
Lance's  case  perhaps  has  brought  out. 
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I  am  wondering,  would  you  have  a  recommendation  for  this 
committee  that  would  deal  with  the  overdraft  problem?  Do  you 
think  it  is  not  really  a  problem?  You  think  it  is  pretty  well  man- 
aged? Do  you  think  there  should  be  any  kinds  of  legislative 
changes? 

Mr.  Davis.  I  really  could  not  speak  to  a  subject  that  complex. 
One  thing  I  think  we  ought  to  bring  out,  I  haven't  heard  anywhere 
this  morning,  is  that  Mr.  Bloom  and  Mr.  Tarleton's  examiners 
were  very  thorough,  very  professional,  and  very  capable  on  the 
working  level  banker. 

Those  are  the  folks  that  I  deal  with,  rather  than  Mr.  Bloom  or 
someone.  They  were  a  great  deal  of  assistance  to  us  and  they  were 
knowledgeable.  They  did  an  awful  lot  to  help  us  overcome  some 
serious  problems. 

I  think  we  would  be  remiss  if  we  didn't  admit  that  when  we  see 
something  we  can  appraise  it. 

Mr.  Mattox.  Let  me  ask  my  question  again.  Do  you  think  that 
there  is  any  specific  legislation  that  really  needs  to  be  enacted  to 
deal  with  the  overdraft  type  problem?  For  instance,  you  think  we 
should  require  that  there  be  some  kind  of  actual  executed  loan 
agreement  before  a  bank  should  be  permitted  to  overdraft  on  ac- 
counts, allow  overdrafts  to  exist? 

Mr.  Davis.  To  be  honest,  I  probably  don't  have  a  broad  enough 
perspective  to  say  what  the  law  ought  to  be  for  everybody.  I  have 
been  sort  of  busy  looking  after  Calhoun.  But  it  may  be  that  habit- 
ual overdrafts  in  large  amounts,  there  might  be  some  prohibition 
against  them.  I  really  haven't  thought  that  one  out. 

Mr.  Mattox.  You  think  it  might  be  necessary  to  require  if  there 
is  going  to  be  any  kind  of  overdrafting,  particularly  if  it  exceeds  a 
certain  amount  on  an  account,  there  would  have  to  be  written 
executed  agreements  for  the  overdraft  privilege? 

Mr.  Henderson.  We  found  out  they  can  get  your  attention. 

Mr.  Mattox.  Of  course,  I  am  not  trjdng  to  trick  you  into  sa5dng 
an5rthing.  We  are  searching  for  an  answer.  Considering  the  size  of 
Mr.  Lance's  assets,  if  I  were  a  banker  I  don't  think  I  would  have 
been  concerned  about  a  $100,000  overdraft.  I  think  that  that  would 
probably  have  been  adequate  considering  the  kind  of  finances  the 
man  had.  But  there  are  some  times  when  you  get  yourself  into 
trouble. 

Let  me  pursue  one  further  line  of  questioning.  This  is  one  I 
would  like  to  direct  to  Mr.  Cleveland. 

Mr.  Cleveland,  from  my  knowledge  of  banking  practices,  it  is  not 
an  unusual  occurrence  for  a  large  corporation,  or  the  officers  of  a 
large  corporation,  to  come — most  of  the  time  when  they  want  to 
borrow  money — to  the  bank  or  frequently  come  to  the  bank  that  is 
handling  the  corporation's  account. 

That  is  not  an  uncommon  experience.  Is  that  generally  true? 

Mr.  Cleveland.  That  is  correct. 

Mr.  Mattox.  From  my  knowledge  of  the  situation,  I  know  prior 
to  about  1972  or  1973  frequently,  particularly  larger  banks  made 
loans  to  those  officers  sometimes  below  the  prime  rate  specifically 
in  an  effort  to  try  to  keep  them  happy  with  the  bank  and  try  to 
keep  the  corporation's  accounts  in  the  bank. 

Have  you  had  experience,  seen  that  happen  before? 
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Mr.  Cleveland.  Yes,  I  have. 

Mr.  Mattox.  I  would  say  generally  that  that  practice  has  not — 
making  a  favorable  interest  rate  loan  has  not  changed  particularly, 
but  it  has  changed  to  where  now  probably  the  best  loan  that  you 
get  is  probably  a  prime  rate  loan. 

Mr.  Cleveland.  That  is  correct. 

Mr.  Mattox.  But  it  is  still  pretty  general— I  mean  it  is  a 
common  banking  practice  right  now  that  if  you  are  a  major  officer 
of  a  corporation  and  that  corporation  maintains  a  noninterest- 
bearing  account,  or  some  other  kind  of  account  there,  compensat- 
ing balances  in  some  form,  that  the  bank  itself  will  make  loans  to 
you  at  a  very  favorable  rate. 

Is  that  generally  the  case? 

Mr.  Cleveland.  I  think  that  is  generally  true. 

Mr.  Mattox.  OK.  Two  lines  of  questioning,  two  thoughts  I  have 
about  it.  Would  you  tend  to  think  that  the  idea  of  Bert  Lance  going 
to  borrow  money  from  a  correspondent  bank,  a  bank  that  particu- 
larly had  sizable  loan  limits,  do  you  think  that  would  be  an  unusu- 
al thing,  or  do  you  think  that  would  be  a  normal  practice  for  most 
banking  officers? 

If  you  didn't  want  to  borrow  money  specifically  from  your  own 
bank,  you  wanted  to  go  borrow  it  someplace  else,  it  would  be  a 
normal  practice  to  borrow  it  from  a  bank  that  you  have  a  corre- 
sponding relationship  with. 

Mr.  Cleveland.  I  think  that  is  pretty  accurate. 

Mr.  Mattox.  And  that  is  generally  what  happens,  isn't  it? 

Mr.  Cleveland.  That  is  correct. 

Mr.  Mattox.  So  that  is  not  really  out  of  the  ordinary? 

Mr.  Cleveland.  No,  it  is  not. 

Mr.  Mattox.  Do  you  think  that  we  are  in  need  of  any  kind  of 
legislation  to  deal  with  the  situation  where  banks  are  granting 
favorable  loan  rates  to  these  corporate  officers  because  the  officers 
are,  you  know,  really  trying  to  stay  in  good  with  them,  to  keep 
their  accounts  in  your  bank— not  your  bank,  but  any  other  bank? 

E)o  you  think  we  need  any  kind  of  legislation  to  deal  with  that  in 
particular? 

Mr.  Cleveland.  Let  me  go  back.  I  never  suggested  that  these 
favorable  loans,  as  far  as  the  interest  rate  was  concerned,  were 
necessarily  made  because  of  the  balances  maintained  by  the  corpo- 
ration. The  primary  consideration  is  the  repayment  of  the  loan 
itself. 

Mr.  Mattox.  Sure. 

Mr.  Cleveland.  Whether  they  have  a  balance  in  our  bank  or 
not,  that  has  to  be  our  first  criterion.  Our  experience  has  been, 
however,  that  executives  of  major  corporations  that  do  bank  with 
us  are  also  the  best  credit  customers  that  we  have,  because  there 
are  opportunities  to  collect  loans  from  this  particular  group  of 
people  which  might  not  exist  in  other  circumstances. 

So,  taking  that  into  consideration,  I  would  say  yes,  that  we  do 
not  need  any  legislation  whatsoever  in  this  area  in  my  opinion.  I 
do  think,  however,  if  you  will  excuse  me,  that  it  is  an  area  in 
which  the  regulatory  authorities  may  take  stronger  looks  in  the 
future  than  they  may  have  taken  in  the  past,  to  determine  for 
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themselves  if  there  are  excesses  in  these  areas,  and  it  is  possible  to 
have  excesses  in  these  areas  as  it  is  in  any  other  area  of  banking. 

Mr.  Mattox.  I  thoroughly  understand  the  first  thing  you  are 
interested  in  is  getting  your  money  back. 

Mr.  Cleveland.  That  is  right. 

Mr.  Mattox.  But  taking  all  things  equally,  one  of  the  reasons 
that  the  individuals  get  a  much  lower  rate  is  also  wanting  to 
maintain  that  good  relationship  with  the  corporation. 

Mr.  Cleveland.  That  is  a  major  part  of  the  consideration,  no 
question  about  it. 

Mr.  Mattox.  But  you  think  that  area  would  be  most  difficult  to 
legislate  in,  and  you  doubt  we  could  adequately  cover  it? 

Mr.  Cleveland.  I  think  you  very  well  might — any  sort  of  legisla- 
tion in  this  area  could  create  I  think  possibly  a  larger  bag  of  worms 
than  we  have  right  now. 

Mr.  Mattox.  Do  you  think  perhaps  a  reasonable  remedy  for  any 
kind  of  abuse  would  be  the  full  disclosure  of  these  type  loans, 
either  to  stockholders  or  to  the  public  in  general  in  the  financial 
statement  of  the  bank? 

Mr.  Cleveland.  Yes,  sir,  I  think  that  would  have  a  major  deter- 
rent on  any  abuses  of  this  sort. 

Mr.  Mattox.  OK.  One  further  question. 

Right  now  it  is  my  understanding  that  the  banking  laws  regulate 
pretty  carefully  or  attempt  to  regulate  pretty  carefully  the  rela- 
tionship of  a  bank  officer  in  the  bank  itself.  But  there  seem  to  be 
pretty  large  loopholes  as  they  relate  to  the  family  or  perhaps  even 
close  friends  or  business  associates  of  the  bank. 

Do  you  think  that  some  changes  should  be  made  in  that  particu- 
lar area,  tr5ring  in  one  form  or  another  to  close  some  of  those  gaps? 

Mr.  Cleveland.  Only  if  it  is  done  as  part  of  a  disclosure  require- 
ment in  the  proxy  of  a  national  bank,  where  a  proxy  is  required  of 
that  bank. 

Let  me  point  out  something  that  apparently  this  subcommittee 
and  some  other  people  have  overlooked.  Bankers  do  have  to  borrow 
money.  We  do  have  to  borrow  it  from  some  source.  If  we  are 
prohibited  from  borrowing  at  our  own  bank,  and  we  virtually  are  at 
this  point  in  time,  and  we  have  legislation  which  prohibits  us  from 
borrowing  from  our  correspondent  banks,  who  are  our  friends, 
presumably,  that  leaves  us  only  our  competition  to  borrow  from, 
and  they  are  not  very  optimistic  about  letting  us  borrow  money 
from  them. 

Mr.  Mattox.  I  think  that  is  the  point  I  was  trying  to  make 
originally  in  my  line  of  questioning,  that  if  a  banker  wants  to  go 
borrow  money,  he  is  going  to  borrow  it  from  a  bank  that  he  does 
business  with.  And  so  that  is  the  usual  practice.  But  that  is  not  the 
question  I  am  asking.  The  question  I  am  asking  is  right  now  you 
are  very  closely  regulated  from  borrowing  from  your  own  bank. 

Mr.  Cleveland.  That  is  correct. 

Mr.  Mattox.  Don't  you  think  that  your  family  should  be  equally 
regulated  in  borrowing  from  your  particular  bank? 

Mr.  Cleveland.  I  would  have  no  objection  at  all  to  see  regula- 
tions imposed  which  included  the  family  unit  as  far  as  the  limita- 
tions of  borrowing  from  your  own  bank  are  concerned.  In  fact,  that 
may  be  one  of  the  solutions  to  what  this  problem  is. 
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Mr.  Mattox.  Mr.  Chairman,  one  more  question,  please. 

What  about  in  business  partner  relationships,  in  the  loaning  to 
your  business  partners,  in  other  businesses?  I  will  give  you  an 
example.  It  has  happened  particularly  in  Texas — a  banker  loaning 
a  substantial  sum  to  a  general  partner  in  a  real  estate  transaction, 
that  is  actually  his  partner  in  a  transaction,  and  he  is  in  it  through 
another  source. 

Do  you  think  that  needs  to  be  regulated? 

Mr.  Cleveland.  Yes,  sir,  I  think  that  ought  to  be  a  prohibited 
transaction. 

Mr.  Mattox.  Thank  you. 

Chairman  St  Germain.  I  must  say,  I  really  grieve  for  the  banker. 
He  can't  borrow  from  the  bank  he  works  in.  And  if  we  tell  him  he 
cannot  borrow  from  the  corresponding  bank,  that  is  a  real  difficult 
situation,  isn't  it?  I  mean  everyone  else  who  isn't  a  banker  just  has 
to  go  to  any  old  bank  and  come  up  with  a  financial  statement,  and 
ability  to  repay. 

Mr.  Cleveland.  So  do  we. 

Chairman  St  Germain.  Are  we  going  to  have  bleeding  hearts 
here  if  we  prohibit  bankers  from  borrowing  from  their  own  bank, 
or  borrowing  from  banks  with  which  they  have  established  a  corre- 
spondent relationship?  That  would  be  prejudicial? 

Mr.  Cleveland.  I  think  any  member  of  this  subcommittee  that 
borrows  money  goes  to  the  bank  where  he  knows  someone  who  has 
a  friendly  attitude  in  that  bank  to  borrow  money.  I  doubt  if  any 
member  of  this  subcommittee  has  ever  gone  into  a  bank  where  he 
is  a  total  stranger  and  asked  to  borrow  money. 

Chairman  St  Germain.  In  other  words,  you  are  saying  to  this 
committee — now  you  say  you  have  retired — you  would  not  lend 
money  to  anyone  you  didn't  know. 

Mr.  Cleveland.  I  didn't  say  that.  And  I  certainly  wouldn't  loan 
to  anybody  that  didn't  furnish  me  with  a  financial  statement  or 
collateral  or  both. 

Chairman  St  Germain.  That  is  an  important  thing.  You  may 
know  them  and  then  find  out  what  you  thought  was  very  substan- 
tial was  just  a  pie  in  the  sky. 

Mr.  Cleveland.  It  has  happened  many  times,  Mr.  Chairman. 

Chairman  St  Germain.  And  it  is  going  to  happen  again  I  am 
afraid. 

Mr.  Cleveland.  Yes,  it  is. 

Chairman  St  Germain.  Mr.  Wylie. 

Mr.  Wyue.  Thank  you,  Mr.  Chairman. 

I  am  not  sure  who  should  answer  this,  but  I  will  give  the  ques- 
tion to  Mr.  Cleveland  to  start  off  with. 

One  of  the  questions  that  came  up  most  frequehtly  during  the 
recess  was:  How  could  Mr.  Lance  pledge  the  same  collateral  for  two 
rather  substantial  loans  involving  the  same  shares  of  stock?  Will 
you  explain  how  that  happened? 

Mr.  Cleveland  No,  sir,  I  cannot.  I  know  that — I  do  not  know  the 
circumstances  of  this  loan.  But  I  do  know  that  in  almost  all  banks 
there  are  collateral  personnel  and  departments  which  follow  up  to 
see  that  the  collateral  that  is  agreed  to  be  pledged  has  been 
pledged.  And  I  think  that  was  done  in  Manufacturers  Hanover. 
Whether  it  was 
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Mr.  Wyue.  Maybe  Mr.  Bloom  can  answer  the  question  better.  It 
is  referred  to  in  the  Comptroller's  report. 

Mr.  Bloom.  As  I  understand  it,  what  happened,  Mr.  Wylie,  at 
Manufacturers  Hanover  was  that  the  loan  agreement  specified  that 
certain  shares  of  stock  of  NBG  would  be  posted,  plus  stock  divi- 
dends, that  were  later  declared  in  connection  with  that  stock. 
There  was  a  10-percent  stock  dividend.  A  stock  dividend  is  addi- 
tional shares  of  stock  that  are  issued  to  existing  shareholders. 
Under  the  Manufacturers  Hanover  loan  agreement  I  think  that 
stock  dividend  should  have  automatically  been  sent  by  Mr.  Lance 
or  his  representatives  to  Manufacturers  Hanover.  As  I  understand 
it,  there  was  some  misunderstanding  about  what  should  happen 
and  that  didn't  happen.  That  is  my  understanding. 

Mr.  Wyue.  What  is  the  amount  of  the  loan  from  Manufacturers 
Hanover? 

Mr.  Bloom.  I  will  have  to  check.  It  is  in  the  record  here. 

Mr.  Wylie.  Something  around  $390,000, 1  think. 

Mr.  Bloom.  I  think  it  was  a  lot  more  than  that.  More  like  $3 
million. 

Mr.  Wyue.  That  is  right. 

Chairman  St  Germain.  Could  I  have  a  clarifying  question? 

Mr.  Bloom,  everybody  is  under  the  impression  that  Mr.  Lance 
could  not  sell  his  stock  because  of  this  stock  dividend;  right? 

Mr.  Bloom.  No. 

Chairman  St  Germain.  The  6-month  period,  you  have  to  wait? 

Mr.  Bloom.  I  have  read  about  that.  The  only  6-month  period  I 
know  of  has  to  do  with  the  securities  laws,  and  section  16(b). 

Chairman  St  Germain.  Right.  In  other  words,  if  you  get  the 
stock  at  a  reduced  price,  you  cannot  sell  it  for  a  6-month  period 
because  if  you  do,  the  profit  that  accrues  has  to  go  to  the  company 
rather  than  to  the  individual  who  sells  it;  is  that  correct? 

Mr.  Bloom.  Yes,  sir. 

Chairman  St  Germain.  So  what  we  have  been  reading  in  the 
papers  here  about  not  being  able  to  sell  this  stock  in  reality  is  a 
little  inaccurate.  It  is  not  being  able  to  sell  the  stock  if  they  want 
the  profit. 

Mr.  Bloom.  I  was  puzzled  by  that  too,  Mr.  Chairman,  because  I 
didn't  read  any  stories  which  indicated  to  me  that  Mr.  Lance  was 
likely  to  make  a  profit.  It  sounded  to  me  like  he  was  going  to  be 
fortunate  if  he  could  get  out  whole. 

Mr.  GuYTON.  Could  I  answer  that,  sir? 

Chairman  St  Germain.  Sure. 

Mr.  GuYTON.  I  think  what  you  are  referring  to  is  that  Mr. 
Lance's  trustee  exercised  certain  stock  options  that  Mr.  Lance  had 
accrued  to  his  benefit  while  he  had  been  at  the  National  Bank  of 
Georgia.  After  he  left,  the  trustee  exercised  those  options  in  behalf 
of  Mr.  Lance,  and  it  is  a  period  of  time,  6  months  from  that  time 
until  he  can  sell  the  stock,  and  not  be  in  violation  of  some  securi- 
ties laws. 

Chairman  St  Germain.  Wait  a  minute.  He  paid  $7.50  a  share  for 
that  stock  on  which  he  exercised  the  option;  correct? 

Mr.  GuYTON.  That  is  correct. 

Chairman  St  Germain.  And  the  law  reads  if  he  sells  that  stock 
now  for  $17.50  a  share,  as  is  reported  may  happen,  then  $10  of  that 
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on  each  one  of  those  shares  on  which  he  exercised  the  option  has  to 
be  returned  to  National  Bank  of  Georgia.  That  is  what  the  law  is. 

Is  that  not  correct,  Mr.  Bloom? 

Mr.  Bloom.  You  are  talking  about  section  16(b).  Of  course  that 
would  be  a  very  heavy  penalty  for  a  shareholder  to  pay  in  this 
situation. 

Chairman  St  Germain.  It  is  not  a  prohibition.  What  it  is  is  a  so- 
called  penalty.  Here  it  is.  "Directors,  officers,  and  principal  stock- 
holders," section  16. 

For  the  purpose  of  preventing  the  unfair  use  of  information  which  may  have  been 
obtained  by  such  beneficial  owner,  director  or  officer,  by  reason  of  his  relationship 
to  the  issuers,  any  profit  realized  by  him  from  any  purchase  and  sale  or  any  sale 
and  purchase  of  any  equity  security  of  such  issuer  other  than  an  exempted  security 
within  any  period  of  less  than  6  months  unless  such  security  was  acquired  in  good 
faith  in  connection  with  a  debt  previously  contracted  shall  inure  to  and  be  recover- 
able by  the  issuer. 

In  other  words,  in  this  instance  it  would  be  the  National  Bank  of 
Georgia.  And  that  applies  to  9,900  shares  of  stock. 

Mr.  Wylie.  Thank  you,  Mr.  Chairman. 

I  found  the  letter  that  I  had  reference  to  a  little  earlier,  Mr. 
Bloom.  And  it  is  from  Betsy  Jo  Viener,  vice  president  of  Manufac- 
turers Hanover  Trust.  It  is  almost  a  year  after  the  stock  was 
pledged  for  a  loan  of  $2,625  million.  That  apparently  pledged  14,657 
shares  of  stock.  Then  I  think  there  is  a  reference  a  little  later  on  to 
the  pledge  of  the  same  stock  to  Chemical. 

Do  you  know  what  I  am  talking  about  now? 

Mr.  Bloom.  Yes,  sir. 

Mr.  Wylie.  Is  there  anything  improper  in  that  kind  of  an  oper- 
ation? 

Mr.  Bloom.  It  sounded  as  if  he  may  have  been  in  technical 
violation  of  his  contract  with  Manufacturers  Hanover. 

Mr.  Wylie.  But  there  is  no  violation  of  the  law? 

Mr.  Bloom.  It  is  a  contract  violation  between  the  two  parties 
assuming  the  facts  are  as  they  appear. 

Mr.  Wyue.  Well,  should  the  law  be  changed  to  make  a  transac- 
tion like  that  illegal? 

Mr.  Bloom.  Well,  the  lender  is  presumably  able  to  take  care  of 
himself  in  this  regard.  I  don't  think  banks  need  a  statute  to  tell 
them  to  get  the  collateral  that  they  are  supposed  to  get.  You  can  go 
too  far  passing  laws. 

Mr.  Wyue.  Wouldn't  the  bank  examiner  catch  that?  Doesn't  it 
affect  the  collectibility  of  the  loan?  Doesn't  it  make  it  a  dangerous 
loan? 

Mr.  Bloom.  Our  bank  examiners  don't  catch  every  tiny  little 
event  that  occurs  on  every  loan,  Mr.  Wylie.  We  go  in  on  a  sampling 
basis. 

Mr.  Wyue.  Let  me  just  say  this  is  one  of  the  things  that  an 
average  solid  citizen  in  the  15th  district  doesn't  understand,  and  I 
don't  understand  it  very  well  either,  how  this  could  happen,  how 
two  loans  of  that  magnitude  could  be  made,  pledging  the  same 
security. 

Mr.  Bloom.  It  seems  to  me  the  lending  banks  are  the  ones  to 
look  to  as  to  how  they  let  that  happen  to  them. 
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Mr.  GuYTON.  Sir,  I  can  answer  that  from  a  banker's  standpoint 
to  some  extent,  if  I  may.  It  can  happen  in  that  there  can  be,  and 
very  unintentionally,  which  I  am  sure  was  the  case  here 

Mr.  Wyue.  You  mean  unintentionally  on  Mr.  Lance's  part. 

Mr.  GuYTON.  Yes.  If  a  bank  makes  a  loan  against  stock,  and 
there  is  a  stock  dividend,  then  that  stock  dividend  is  sent  by  the 
transfer  agent  to  the  person  of  record  of  that  particular  stock.  The 
transfer  agent  has  no  knowledge  of  the  stock  earlier  serving  as 
collateral  to  another  loan.  It  goes  to  that  transfer  agent.  The 
transfer  agent  sends  it  to  the  person  registered  owning  the  stock. 
And  oftentimes  that  person  does  either  keep  that  stock  in  hisj 
lockbox  for  awhile,  or  lets  it  sit  on  his  desk  without  sending  it 
the  bank  on  which  that  other  stock  is  serving  as  collateral.  Now, J 
oftentimes  from  a  banker's  standpoint  usually  we  pick  that  up,  the) 
account  officer  picks  it  up,  calls  it  to  the  attention  of  the  borrower,! 
and  it  is  submitted. 

Mr.  Wylie.  This  is  a  rather  substantial  amount,  and  a  rather] 
substantial  number  of  shares  of  stock.  I  guess  the  point  I  was  reallyi 
making  is  that  there  were  at  least  a  couple  of  letters  during  that 
period  from  Manufacturers  Hanover  suggesting  that  "We  have  not 
received  the  stock  that  you  pledged  for  this  loan  yet."  And  at  the 
same  time,  and  during  the  same  period,  it  seems  as  if  the  same 
stock  was  being  pledged  for  another  loan. 

And  my  question  is:  Is  that  proper  banking  practice? 

Mr.  GuYTON.  I  don't  think — I  think  it  is  unintentionally  done 
often  from  a  lending  standpoint.  I  have  seen  it  happen.  It  is  usually 
corrected  reasonably  quickly  after  the  dividend  is  mailed  out.  But 
there  is  some  period  of  time  there  where  it  can  and  does  happen 
occasionally. 

Mr.  RoussELOT.  Mr.  Gujrton,  j''ou  are  chief  operating  officer  of  a 
bank. 

Would  you  make  a  loan  based  on  stock  that  was  already  pledged? 
Would  you  do  that? 

Mr.  GuYTON.  No,  sir,  I  would  not. 

Mr.  RoussELOT.  So  from  your  standpoint  it  is  not  a  very  good 
practice. 

Mr.  GuYTON.  I  don't  think  there  is  a  practice  here.  I  think  it  is 
the  intent  you  have  to  ask  here,  whether  there  was  an  intent 
to 

Mr.  RoussELOT.  I  am  just  asking:  Is  it  a  good  banking  practice? 

Mr.  GuYTON.  No,  sir,  it  is  not. 

Mr.  RoussELOT  I  have  had  a  lot  of  people,  while  I  was  home,  ask 
me,  "How  do  I  arrange  one  of  those  deals?"  I  just  wonder  if  you 
thought  it  was  a  good  idea. 

Mr.  GuYTON.  I  don't  think  it  was  intentional  on  anyone's  part, 
the  bank  or  the  borrower. 

Mr.  ROUSSELOT.  You  have  defended  the  intent  of  Bert  Lance  very 
well.  I  am  just  asking  if  it  is  good  banking  practice.  And  your 
answer  is  "No." 

Thank  you. 

Mr.  Wylie.  I  think  you  are  being  very  generous  when  you  say  it 
was  maybe  an  unintentional  oversight,  though,  when  there  were 
several  pages  of  correspondence,  we  have  now  found  three,  to  Mr. 
Lance,  suggesting  that  he  ought  to  come  up  with  the  stock  pretty 
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soon.  I  just  make  that  observation  for  the  record.  As  I  said  a  little 
earlier,  as  Mr.  Rousselot  observed,  it  is  the  sort  of  thing  that  does 
not  lend  to  the  credibility  of  the  gentleman  in  his  job  as  Director  of 
the  Office  of  Management  and  Budget. 

You  think  that  is  fair  statement? 

Well,  I  see  you  nodded  affirmatively. 

The  next  question  that  came  up  rather  frequently  was:  Did  Cal- 
houn National  Bank  and  the  National  Bank  of  Georgia  in  effect 
finance  Mr.  Lance's  campaign  for  Governor? 

I  noticed  in  the  book  here,  on  page  279,  from  the  Comptroller  of 
the  Currency,  that  a  loan  in  the  amount  of  $390,000  was  made  at 
the  same  time  that  other  t3^es  of  loans  in  the  amount  of  $1,155,000 
were  made  from  various — from  Citizens  and  Southern.  And  I  didn't 
mention  them. 

I  guess  my  question  is:  Is  there  any  relationship  between  the 
services  which  Georgia  National  received  from  Citizens  and  South- 
ern, would  you  say,  which  would  be  sufficient  to  justify  those  large 
amounts  in  compensating  balances  and  loans  and  the  transfer  of 
moneys  back  and  forth? 

Mr.  GuYTON.  Sir,  is  there  a  particular  month?  Are  you  referring 
again  to  December  and  January  of  1976  and  1977? 

Mr.  Wylie.  Thank  you  very  much. 

December  1976  and  January  1977. 

Mr.  GuYTON.  In  December  1976,  there  were  95,000  items,  that 
being  checks  primarily,  that  were  sent  through  the  Citizens  and 
Southern  National  Bank  for  collection.  In  January  this  went  up  to 
some  144,000  items  that  were  collected  by  the  Citizens  and  South- 
ern Bank  for  the  National  Bank  of  Georgia.  That  is  the  reason 
primarily  for  the  increase  in  those  balances.  Those  balances  were 
necessary  to  cover  those  checks  and  to  cover  the  services  rendered. 

Mr.  Wyue.  Was  there  any  cost  involved  in  sending  that  many 
checks  through  the  account? 

Mr.  GuYTON.  There  was.  And  Citizens  and  Southern  in  effect  on 
their  analysis  sheet,  from  which  these  figures  came,  did  charge  us 
for  those— for  the  float  and  for  the  activity  that  went  through  the 
account. 

Mr.  Wyue.  Could  you  supply  that  information  for  the  record, 
please? 

Mr.  GuYTON.  I  believe  you  have  it  in  the  Comptroller's  report 
there.  We  will  provide  you  with  the  analysis  sheet,  yes,  sir. 

Mr.  Wyue.  OK.  Now,  I  would  like  to  ask  just  one  more  question, 
Mr.  Chairman. 

I  would  like  to  go  back  to  this  reference  to  the  Central  States 
pension  fund. 

Did  you  know  Dan  Shannon,  Mr.  Cleveland? 

Mr.  Cleveland.  Did  I  at  that  time? 

Mr.  Wyue.  Yes. 

Mr.  Cleveland.  No,  I  did  not. 

Mr.  Wyue.  But  you  know  him  now. 

Mr.  Cleveland.  Yes,  I  do. 

Mr.  Wyue.  Did  you  ever  have  a  meeting  with  Mr.  Rosanova? 
You  know  Mr.  Rosanova? 

Mr.  Cleveland.  I  don't  recall  the  name. 

Mr.  Wyue.  You  don't  know  his  name  at  all? 
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Mr.  Cleveland.  I  don't  recall  the  name. 

Mr.  Wyue.  Do  you  know  him,  Mr.  Henderson? 

Mr.  Henderson.  No. 

Mr.  Wyue.  He  is  associated  with  the  Teamsters.  Apparently  he 
has  since  been  kicked  out.  But  he  was  involved  in  setting  up  some 
of  these  pension  fund  accounts.  He  did  not  come  to  you  or  you 
didn't  talk  to  him,  or  you  didn't  have  any  knowledge  of  Mr.  Rosan- 
ova  or  his  connection  with  the  Teamsters'  pension  fund? 

Mr.  Cleveland.  I  simply  do  not  recall  an5rthing.  The  original 
recommendation  that  we  pursue  this  account  came  through  our 
law  firm  and  I  followed  up  immediately.  Mr.  Shannon,  who  was  I 
believe  the  executive  director  -  of  the  pension  fund,  arranged  a 
meeting  for  the  banks  that  were  interested  in  Chicago  to  present 
their  credentials.  From  that  were  selected  five  banks  on  a  geo- 
graphical basis  who  were  reinvited  back  to  make  a  presentation  as 
far  as  their  services  and  the  fees  were  concerned.  My  contact 
essentially  with  them  was  through  Mr.  Shannon. 

Mr.  Wyue.  And  you  made  the  contact  yourself.  You  went  out  to 
get  the  fund  as  you  said. 

Who  was  it  in  your  law  firm  that  suggested  that  you  go  see  Mr. 
Shannon? 

Mr.  Cleveland.  One  of  the  representatives  of  our  law  firm,  who 
also  represents  one  of  the  members  of  the  board  of  trustees. 

Mr.  Wyue.  Do  you  recall  his  name? 

Mr.  Cleveland.  Yes.  Mr.  Robert  Pollard. 

Mr.  Wyue.  OK.  Thank  you  very  much,  Mr.  Chairman. 

Chairman  St  Germain.  Mr.  Cavanaugh. 

Mr.  Cavanaugh.  Mr.  Henderson,  if  I  might  maybe  ask  a  few 
questions  that  interest  me  in  terms  of  the  procedure  of  your  recapi- 
talization, and  your  relationship  with  the  Comptroller,  and  the 
agreement  in  that  regard. 

I  know  you  described  for  the  chairman  earlier  your  agreement 
with  the  Comptroller.  On  page  2,  article  2  states  that  the  board  of 
directors  has  agreed  to  raise  $625,000  of  new  capital  funds  as 
outlined  in  their  application,  and  so  on. 

You  are  familiar  with  that. 

Mr.  Henderson.  Yes. 

Mr.  Cavanaugh.  Have  you  done  that? 

Mr.  Henderson.  Yes. 

Mr.  Cavanaugh.  You  have  raised  the  $625,000? 

Mr.  Henderson.  Yes. 

Mr.  Cavanaugh.  Through  the  sale  of  common  stock? 

Mr.  Henderson.  We  sold,  as  best  I  remember,  Mr.  Cavanaugh, 
we  sold  $413,000  worth  of  capital  stock,  and  we  passed  our  divi- 
dends until  we  retained  enough  earnings  to  put  the  balance  in. 

Mr.  Cavanaugh.  All  right. 

Then  I  don't  understand  your  previous  explanation  to  the  chair- 
man with  regard  to  the  $400,000  that  you  borrowed  from— was  it 
the  Railroad  Bank  of  Augusta? 

Mr.  Henderson.  Yes. 

Mr.  Cavanaugh.  That  was  not  in  connection  with  this  recapital- 
ization. 

Mr.  Henderson.  Yes,  it  was.  That  is  the  moneys  that  the  direc- 
tors of  the  bank  borrowed  to  buy  the  additional  capital  with. 
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Mr.  Cavanaugh.  I  see.  Then  the  directors  personally  made  these 
loans 

Mr.  Henderson.  Made  it  in  a  corporate  entity.  But  the  directors 
all 

Mr.  Cavanaugh.  You  formed  Calhoun  Uni-First. 

Mr.  Henderson.  That  is  correct. 

Mr.  Cavanaugh.  And  that  is  the  borrower  of  the  $400,000. 

Mr.  Henderson.  Yes. 

Mr.  Cavanaugh.  And  who  was  the  subsequent  purchaser. 

Mr.  Henderson.  That  is  correct,  yes. 

Mr.  Cavanaugh.  Of  $400,000  of  common  stock  which  was  the 
basis  of  the  recapitalization  in  order  to  comply  with  article  2  of  the 
agreement. 

Mr.  Henderson.  That  is  correct. 

Mr.  Cavanaugh.  The  additional  $225,000  was  procured  from 

Mr.  Henderson.  Mostly  was  retained  earnings. 

Mr.  Cavanaugh.  All  right. 

And  what  is  the  total  amount  of  that  new  capitalization  to  date? 

Mr.  Henderson.  It  is  greater  now  by  retained  earnings  than  the 
$625,000,  which  we  promised  to  raise.  But  I  feel  we  are  in  compli- 
ance with  the  $625,000. 

Mr.  Cavanaugh.  OK.  Now,  Mr.  Tarleton,  were  you  familiar  with 
the  procedure  employed  by  the  directors  to  achieve  this  recapital- 
ization in  compliance  with  section  2,  article  2? 

Mr.  Tarleton.  Are  you  referring  to  the  loan  from  the  Georgia 
Railroad  Bank? 

Mr.  Cavanaugh.  Yes. 

Mr.  Tarleton.  No,  sir,  I  was  not  aware  of  that  until  today. 

Mr.  Cavanaugh.  So  you  were  not  aware  of  that  on  November  22 
when  you  issued  your  release  of  the  agreement? 

Mr.  Tarleton.  I  was  not  aware  of  the  funds  for  the  capitalization 
being  borrowed  funds  from  another  bank. 

Mr.  Cavanaugh.  Would  you  consider  that  compliance  with  arti- 
cle 2? 

Mr.  Tarleton.  Are  you  speaking  with  reference  to  the  manner 
in  which  it  was  acquired,  or  the  particular  amount? 

Mr.  Cavanaugh.  Both. 

Mr.  Tarleton.  OK.  I  don't  see  the  manner  in  which  it  was 
acquired 

Mr.  Cavanaugh.  The  borrowing  of  $400,000  particularly. 

Mr.  Tarleton.  I  don't  see  that  as  being  a  problem  as  far  as 
compliance  is  concerned.  We  did  not  have  the  interpretation  on  the 
retained  earnings  that  the  Calhoun  First  National  Bank  had.  In 
other  words,  we  were  seeking  $625,000  in  totally  new  funds  aside 
from  retained  earnings.  And  it  was  apparently  a  misunderstanding 
between  our  office  at  the  time  of  that  agreement  and  the  board  of 
directors  of  the  Calhoun  First  National  Bank.  But  it  became  a 
moot  question  because  the  capital  adequacy  of  that  bank  was 
achieved  in  other  ways,  two  ways — pending  bonding  claim  settle- 
ment on  the  Campbell  defalcation,  and  probably  more  importantly, 
the  volume  of  loans  and  discounts  in  the  bank  having  been  shrunk 
down  to  the  point  that  it  met  the  standards  we  have  established  for 
virtually  all  banks  in  that  particular  peer  group. 

Mr.  Cavanaugh.  I  yield  to  the  chariman. 
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Chairman  St  Germain.  Gentlemen,  of  the  original  loan  for 
$400,000  from  the  Railroad  Bank,  among  the  guarantors,  was  Mr. 
Lance  a  guarantor  on  that  one? 

Mr.  Henderson.  Yes,  he  was. 

Chairman  St  Germain.  And  then  subsequently,  when  you  turned 
it  over,  and  borrowed  from  Citizens  and  Southern,  he  was  again  a 
guarantor. 

Mr.  Henderson.  He  was. 

Chairman  St  Germain.  And  that  was  January  1977? 

Mr.  Henderson.  December  of  1976, 1  believe. 

Chairman  St  Germain.  The  guarantee  was  signed  January  7, 
1977. 

Mr.  Henderson.  Right,  at  yearend,  Mr.  Chairman.  I  am  not  sure. 

Chairman  St  Germain.  And  this  is  at  the  time  when  Mr.  Lance's 
income  went  from  a  purported  $200,000  a  year  down  to  $52,500; 
correct? 

Mr.  Henderson.  I  have  no  knowledge. 

Chairman  St  Germain.  He  was  paid  the  same  as  we  are,  $44,500; 
right?  Then  went  up  to  $57,000  subsequently. 

Mr.  Henderson,  on  this  guarantee,  you  are  all  guarantors  of  that 
loan? 

Mr.  Henderson.  No,  sir,  we  have  three  that  jointly  and  severally 
guaranteed  the  whole  loan.  The  rest  of  the  group  hypothecated 
some  of  their  own  bank  capital  stock. 

Chairman  St  Germain.  The  stock  that  was  purchased  with  the 
loan. 

Mr.  Henderson.  Yes,  in  addition  to  the  stock  that  was  pur- 
chased. 

Chairman  St  Germain.  Thank  you. 

Mr.  Cavanaugh.  What  I  am  trjring  to  determine,  Mr.  Tarleton, 
is  at  what  point  did  you  feel  that  article  2  had  been  complied  with? 
And  upon  what  facts  did  you  make  that  judgment? 

Mr.  Tarleton.  I  can't  give  you  an  exact  date  that  the  judgment 
was  made,  but  it  became  apparent  right  away  that  the  loan  volume 
was  being  reduced. 

Mr.  Cavanaugh.  When  you  say  "right  away,"  when  do  you  mean 
"right  away"? 

Mr.  Tarleton.  Soon  after  implementation  of  the  agreement.  And 
the  efforts  by  management  of  the  bank  at  that  point  to  start 
collecting  some  of  the  loans  that  had  been  of  a  fixed  nature  up  to 
that  point,  they  started  programing  the  loans,  getting  reductions 
on  them,  the  loan  volume  was  coming  down. 

Mr.  Cavanaugh.  All  of  that  does  not  relate  to  compliance  with 
article  2. 

Mr.  Tarleton.  Well,  it  does  in  a  sense,  in  that 

Mr.  Cavanaugh.  Does  it  relate  to  the  board  of  directors  having 
agreed  to  raise  $625,000  of  new  capital  funds? 

Mr.  Tarleton.  It  would  not  be  reasonable  to  ask  a  board  of 
directors  to  carry  out  such  action 

Mr.  Cavanaugh.  Excuse  me.  That  is  what  you  asked  them  to  do 
in  article  2;  is  that  correct? 

Mr.  Tarleton.  Yes,  that  is  right.  Subsequent  factors 

Mr.  Cavanaugh.  Subsequent  to  your  release  of  the  Calhoun 
bank  on  November  22  from  this  agreement,  you  ascertained  that 
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article  2  had  been  complied  with.  That  is  the  board  of  directors  has 
met  its  agreement  to  raise  $625,000  of  new  capital  funds. 

Did  you  make  that  judgment  or  did  you  not? 

Mr.  Tarleton.  The  judgment  was  made  prior  to  the  rescission  of 
the  agreement,  November  22,  1976,  that  there  was  no  longer  the 
need  for  new  additional  capital,  and  to  force  the  bank  to  go  ahead 
with  the  strict  adherence  to  that  article  would  have  worked  an 
undue  hardship  on  them.  They  had  met  capital  adequacy  in  other 
ways. 

Mr.  Cavanaugh.  Well,  they  did  go  ahead,  though? 

Mr.  Tarleton.  Not  by  our  interpretation  of  that  agreement  they 
did  not. 

In  my  statement  I  alluded  to  the  fact  that  while  the  requirement 
was  $625,000  and  they  raised  $400,000,  there  was  no  additional 
requirement  to  raise  more  funds  because  the  capital  need  was  not 
there.  They  had  changed  the  asset  structure  of  the  bank  in  such  a 
way  that  there  was  no  longer  a  need  for  that  much  capital,  plus 
the  pending  settlement  of  the  Campbell  claim,  which  was  ultimate- 
ly $450,000,  as  I  recall. 

Mr.  Cavanaugh.  I  yield  the  remainder  of  my  time,  Mr.  Chair- 
man. 

Chairman  St  Germain.  Mr.  Allen? 

Mr.  Allen.  Thank  you,  Mr.  Chairman.  I  came  in  rather  late,  and 
some  of  my  questions  won't  be  as  technical  as  those  that  have  been 
propounded. 

You  gentlemen  with  the  Calhoun  bank,  what  has  happened  to 
the  bank  since  all  of  this  publicity  with  respect  to  Mr.  Bert  Lance 
and  his  questionable  dealings  and  the  fact  the  bank  had  to  enter 
into  this  agreement  that  was  rescinded  2  days  before  Mr.  Lance 
was  appointed  to  his  position?  What  has  been  the  effect  on  the 
bank?  How  has  it  affected  your  deposits?  Let  us  start  that  way. 

Mr.  Henderson.  In  the  past  month  we  opened  about  twice  as 
many  accounts  as  we  closed,  and  our  deposits  are  holding  very 
well. 

Mr.  Allen.  All  your  deposits  have  not  declined  in  any  way  since 
all  of  this  publicity? 

Mr.  Henderson.  No  more  than  the  normal  fluctuation,  Mr. 
Allen,  no,  sir.  They  fluctuate  during  the  month,  of  course.  We  have 
quite  a  bit  of  manufacturing  business  in  our  community  and  they 
fluctuate  during  the  month,  but  I  don't  see  any  significant  change, 
no. 

Mr.  Allen.  What  has  happened  to  the  value  of  the  stock  of 
Calhoun  bank? 

Mr.  Henderson.  That  is  a  little  bit  harder  for  me  to  answer.  We 
have  nothing  but  a  street  market  where  two  fellows,  head  to  head, 
decide  on  what  they  are  going  to  do.  I  have  seen  no  significant 
change.  We  don't  have  that  many  sales,  Mr.  Allen. 

Mr.  Allen.  You  are  familiar  with  the  sale  of  stock  in  that  bank? 

Mr.  Henderson.  Not  really. 

Mr.  Allen.  Nothing  of  consequence  in  the  past  3  or  4  months? 

Mr.  Henderson.  Not  significant,  no,  sir. 

Mr.  Allen.  I  want  to  ask  the  same  questions  of  the  officials  of 
the  Atlanta  bank. 
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What  has  happened  in  the  Atlanta  bank,  the  National  Bank  of 
Georgia,  since  this  controversy  has  become  a  front-page  story  in 
the  past  2  or  3  months? 

Mr.  GuYTON.  Sir,  we  have  not  had  but  a  few  accounts  that  I 
know  of  that  have  closed  on  account  of  some  of  the  publicity  and 
some  of  the  activities  concerning  the  media  that  we  have  seen. 

I  do  get  concerned  over  the  fact  that  the  prolonging  of  the 
publicity  will  raise  eyebrows  and  cause  people  to  wonder  whether 
or  not  they  want  to  do  business  with  the  National  Bank  of  Georgia. 

I  will  also  say,  sir,  with  all  of  the  senior  management  time,  or  so 
much  of  the  senior  management  time  being  taken  up  and  respond- 
ing to  questions  of  the  press  and  to  investigations  by  the  various 
regulatory  agencies,  that  we  are  not  doing  the  kind  of  banking  I 
would  like  to  see  us  doing,  that  being,  concentrating  on  running  a 
good  bank.  I  am  concerned  about  it,  but  I  see  no  real  problems  at 
this  point. 

Mr.  Allen.  What  were  the  total  deposits  of  the  National  Bank  of 
Georgia  as  of  January  1? 

Mr.  GuYTON.  Those  deposits  at  January  1,  1977,  were  approxi- 
mately $334  million.  They  are  slightly  higher  than  that  today. 

Mr.  Allen.  Did  they  start  going  up  immediately  after  Mr.  Lance 
became  Budget  Director?  Did  you  possibly  pick  up  $100  million? 

Mr.  GuYTON.  No,  sir.  In  fact,  I  think  they  slid  off  for  a  period  of 
time.  Some  of  that  was  by  design.  The  economy  in  Atlanta  slowed 
during  the  past  few  months.  There  was  not  as  much  growth  as  we 
had  been  seeing. 

Mr.  Cleveland,  when  he  came  in,  recognized  that  we  probably  did 
not  need  at  that  particular  time  as  much  in  time  moneys  as  we  had 
in  the  bank  and  began  to  move  those  totals  down  somewhat  and,  of 
course,  those  are  totals  we  cannot  control. 

Mr.  Allen.  What  was  the  situation  at  the  close  of  business  in 
August? 

Mr.  GuYTON.  September  1,  1977? 

Mr.  Allen.  Yes. 

Mr.  GuYTON.  They  were  on  the  average  for  the  month  approxi- 
mately $330  million  to  $340  million,  about  the  same  as  they  were 
at  the  first  of  the  year. 

Mr.  Allen.  You  are  sajdng  this  publicity  had  no  adverse  effect 
upon  the  bank? 

Mr.  GuYTON.  I  would  say  that  is  correct  at  this  point. 

Mr.  Allen.  What  has  happened  to  the  sale  value  of  the  stock  of 
the  bank  since  January  1?  What  was  the  selling  price  of  the  stock 
at  January  1? 

Mr.  GuYTON.  I  don't  know.  I  would  guess  $15  to  $17,  somewhere 
in  that  area. 

Mr.  Allen.  For  what  are  the  shares  selling  today? 

Mr.  GuYTON.  $11  to  $12. 

Mr.  Allen.  Have  the  other  banks  in  Atlanta  suffered  a  similar 
decline  in  the  value  of  their  stock? 

Mr.  GuYTON.  One  other  one  has.  The  other  two  major  banks  in 
Atlanta,  or  three,  I  suppose,  remain  fairly  stable  in  their  stock 
prices  during  this  year. 

Mr.  Allen.  As  to  the  one  whose  stock  declined,  is  that  one  of  the 
smaller  banks  or  one  of  the  major  banks? 
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Mr.  GuYTON.  It  is  one  of  the  major  banks. 

Mr.  Allen.  Which  is  that? 

Mr.  GuYTON.  That  is  the  C.  &  S.  National  Bank. 

Mr.  Allen.  Is  that  one  of  the  banks  with  which  your  bank  has 
had  a  considerable  amount  of  dealings? 

Mr.  GuYTON.  We  have  a  correspondent  relationship  with  them. 

Mr.  Derrick.  Has  the  Citizens  and  Southern  Bank  had  substan- 
tial writeoffs  recently? 

Mr.  GuYTON.  The  decline  in  the  Citizens  and  Southern  stock 
price  was  due  primarily  to  the  fact  they  cut  their  dividend  from  13 
cents  a  quarter  to  6  cents  a  quarter  due  to  problem  loans  in  the 
portfolio. 

Mr.  Derrick.  They  have  written  off  a  good  bit  on  real  estate? 

Mr.  GuYTON.  That  is  true. 

Mr.  Derrick.  That  was  basically  the  reason  for  the  decline? 

Mr.  GuYTON.  And  relatively  stable  earnings  as  a  result  of  that; 
that  is  right. 

Mr.  Allen.  Without  going  into  the  matter  of  Mr.  Bert  Lance  at 
all,  I  am  concerned  about  what  the  effect  is  of  this  publicity  upon 
the  largest  bank  in  Georgia,  around  Calhoun,  and  also  one  of  the 
large  banks  in  Atlanta.  Many  people  have  their  savings  invested 
there  and  deposit  there.  As  a  member  of  this  subcommittee,  I  am 
concerned  about  what  effect  it  will  have.  I  shall  not  address  the 
question  of  Mr.  Bert  Lance.  I  am  going  to  leave  that  to  Mr.  Bert 
Lance  when  he  appears  before  the  Senate  committee  tomorrow. 

Mr.  Guyton.  Your  concern  is  well  taken,  sir.  I  appreciate  that. 

Mr.  Henderson.  I  would  concur  in  that  too. 

Mr.  Allen.  I  am  concerned  very  much. 

Mr.  Davis.  We  are  too.  We  are  basically  a  consumer  bank  and  we 
have  been  very  gratified  with  the  support  we  have  been  given  n 
these  unusual  times. 

Mr.  Allen.  You  gentlemen  know  nearly  everyone  in  the  town 
and  the  county  and  they  have  confidence  in  you  gentlemen  person- 
ally. 

Mr.  Henderson.  That  is  correct. 

Mr.  Davis.  That  is  correct. 

Mr.  Allen.  That  would  not  be  true  in  a  metropolitan  area  as 
large  as  Atlanta.  There  is  no  single  individual  perhaps  other  than 
major  politicians  who  would  have  that  kind  of  contacts  in  Atlanta, 
and  even  he  wouldn't  have  the  person-to-person  contact  you  bank- 
ers have  in  a  town  of  5,000  population. 

I  am  concerned  about  it  and  I  am  gratified  to  hear  that  you  do 
not  feel  that  the  National  Bank  of  Georgia  is  in  any  kind  of 
jeopardy  as  a  result  of  this  adverse  publicity.  Am  I  correct? 

Mr.  Guyton.  You  are  correct  at  this  point,  yes,  sir. 

Mr.  Hyde.  I  certainly  share  the  concern  of  my  colleague  from 
Tennessee  about  what  all  of  this  exposure  is  doing  to  some  of  the 
banks  in  Georgia.  I  am  also  concerned  about  confidence  in  the 
Office  of  Management  and  Budget,  the  President's  Cabinet  and  the 
efficacy  of  the  Comptroller  of  the  Currency  and  how  well  this 
Office  has  been  doing  its  job. 

Along  those  lines,  here  is  a  popular  book — more  or  less  popular — 
that  came  out  in  1974,  "Bankers,"  by  Martin  Mayer. 

Mr.  Tarleton,  did  you  read  that? 
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Mr.  Tarleton.  No,  sir,  I  did  not. 

Mr.  Hyde.  Let  me  read  a  part  of  it  from  page  172  of  the  paper- 
back version: 

A  company  in  trouble  must  scour  around  for  loans  at  more  and  more  banks,  and 
at  each  bank  where  it  secures  a  loan  it  must  leave  a  compensating  balance  which 
shows  up  on  its  books  as  cash. 

During  1970 — says  James  Coquilla — of  the  $250  million  Merchants  National  Bank 
in  Cedar  Rapids  many  large  corporations  headed  for  the  hinterlands,  and  we  have 
had  some  interesting  approaches.  Some  large  companies  offered  to  open  a  deposit 
relationship  but  this  is  hot  money  in  the  truest  sense  of  the  word,  and  we  won  t  do 
it. 

Would  you  agree  with  this  idea  of  this  banker  from  Cedar 
Rapids? 

Mr.  Tarleton.  With  regard  to  what  particular  area  of  that  state- 
ment? 

Mr.  Hyde.  Running  around  and  getting  compensating  balances 
and  getting  loans  from  this  bank  and  moving  money  into  that.  I 
am  sorry.  Correspondent  bank  balances,  not  compensating  bal- 
ances. Moving  them  around  and  then  getting  loans.  They  refer  to 
that  as  hot  money. 

Mr.  Tarleton.  This  is  referring  to  a  bank  that  is  having  difficul- 
ties? 

Mr.  Hyde.  Well,  a  bank,  a  company  or  entity  who  needs  funds 
for  whatever  purpose. 

Mr.  Tarleton.  I  have  not  in  my  experience  observed  any  such 
scenario  as  that.  In  our  regular  examination  procedures  we  do 
have  programs  which  the  examiners  perform  that  are  designed  to 
detect  so-called  hot  money  and  bring  it  to  the  attention  of  every- 
body concerned  just  how  hot  that  money  is  and  what  volumes  there 
are  of  it. 

Mr.  Hyde.  On  your  return  trip  from  Washington  after  coming  up 
here  and  introducing  Mr.  Lance  around  the  Comptroller's  Office, 
you  say  you  flew  back  on  his  bank's  plane? 

Mr.  Tarleton.  That  is  right. 

Mr.  Hyde.  You  came  up  by  commercial  jet? 

Mr.  Tarleton.  That  is  right. 

Mr.  Hyde.  Did  you  pay  for  that  ticket?  Did  the  taxpayers  or  did 
Mr.  Lance? 

Mr.  Tarleton.  The  Office  of  the  Comptroller  of  the  Currency 
paid  for  it.  I  would  point  out  this  trip  benefited  me  in  no  way,  in 
that  it  was  considered  to  be  official  business.  There  was  official 
business  conducted. 

Mr.  Hyde.  You  had  something  else  to  do  up  here  in  addition  to 
taking  this  private  citizen  soon  to  be,  if  confirmed,  Director  of  the 
Office  of  Management  and  Budget? 

Mr.  Tarleton.  Yes. 

Mr.  Hyde.  Have  you  ever  flown  on  Mr.  Lance's  plane  other  than 
that  occasion,  or  the  bank's  plane  other  than  on  that  occasion? 

Mr.  'Tarleton.  I  might  have  a  problem,  a  technical  problem  in 
answering  that.  I  would  like  to— may  I  consult  with  my  counsel? 

Mr.  Hyde.  Surely. 

Mr.  Tarleton.  I  was  concerned  about  this  other  matter  that  was 
discussed  earlier  with  the  referral  to  it,  referral  to  the  Justice 
Department. 

'The  answer  to  that  question  is  no. 
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Mr.  Hyde.  Have  you  ever  flown  on  any  plane  operated,  owned  or 
maintained  by  other  entities  that  you  supervise? 

Mr.  Tarleton.  Yes. 

Mr.  Hyde.  Is  that  good  practice,  to  accept  the  hospitality  of  these 
banks  by  way  of  transportation? 

Mr.  Tarleton.  I  don't  know  that  I  would  say  it  is  a  good  prac- 
tice. The  Office  has  never  had  a  policy  against  it.  I  have  never 
received  any  personal  benefit  from  it.  Any  benefit  from  that  would 
have  accrued  to  the  Office,  as  a  matter  of  fact.  I  will  say  it  is  very 
seldom  done,  very  seldom. 

Mr.  Hyde.  On  page  3  of  the  summary  printed  by  the  Senate  just 
a  few  days  ago  and  containing  the  covering  letter  from  Mr.  Hei- 
mann,  of  the  report  he  says: 

It  is  clear  from  the  summary  of  information  that  Mr.  Lance  made  his  principal 
borrowings  from  banking  institutions  which  had  a  correspondent  relationship,  in- 
cluding deposit  balances,  with  the  banks  in  which  Mr.  Lance  served  as  officer  or 
director.  This  recurring  pattern  of  shifting  bank  relationships  and  personal  borrow- 
ing raises  unresolved  questions  as  to  what  constitutes  acceptable  banking  practices. 

Then  we  have  the  summary  on  B-16:  "There  is  some  documen- 
tary and  circumstantial  evidence  suggesting  the  possibility  that  a 
20-percent  compensating  balance  from  National  Bank  of  Georgia 
was  a  condition  of  the  loan  to  Mr.  Lance,  the  Manufacturers  Han- 
over Trust.  However,  all  the  principals  involved  denied  under  oath 
such  an  arrangement  existed  or  that  it  was  ever  discussed"  so  that 
the  matter  seems  to  be  dropped. 

Is  this  amazing  series  of  coincidences,  where  the  correspondent 
bank  balances  were  put  into  a  bank  and  all  of  a  sudden  a  loan  is 
negotiated  to  Mr.  Lance — I  am  thinking  of  the  First  National  Bank 
in  Chicago.  I  am  thinking  of  Manufacturers  Hanover,  Citizens  and 
Southern,  and  others.  Do  you  know  if  the  Office  of  Comptroller  will 
continue  to  look  into  that  or  has  it  abandoned  that  line  of  inquiry, 
Mr.  Bloom? 

Mr.  Bloom.  As  Mr.  Heimann  tried  to  indicate  in  that  cover  letter 
to  the  Senate  committee,  we  intended,  with  the  help  of  the  banking 
committees  and  with  our  fellow  banking  agencies,  to  try  and  get 
some  facts  about  this  practice  and  to  react  as  quickly  as  possible 
with  new  approaches  and  regulations,  guidelines,  recommendations 
for  statutes,  possible  disclosure  approaches,  as  we  discussed  this 
morning.  I  know  it  is  an  area  that  Mr.  Heimann  is  going  to  pursue 
vigorously  and  so  is  the  FDIC. 

We  have  various  surveys  going  on  now  to  get  the  basic  facts  in 
hand,  and  I  can  assure  you,  Mr.  Hyde,  that  the  unresolved  question 
of  acceptable  banking  practice  which  at  that  point  in  the  letter  is 
referring  to  the  whole  banking  picture,  not  just  to  Mr.  Lance,  will 
be  pursued  to  a  speedy  resolution. 

Mr.  Hyde.  Now  with  reference  to  reporting  requirements  applica- 
ble to  loans  to  executive  officers,  the  report  of  your  Office  indicates 
that  some  50  loans  were  made  to  Mr.  Lance  and  his  entities  that 
were  reportable  but  not  reported,  and  there  were  some  6  loans 
where  they  were  reported  to  the  board  of  directors  but  information 
was  incomplete.  There  are  some  14  loans  where  there  is  insuffi- 
cient information  to  judge  whether  the  loan  was  reportable,  and 
actually  there  are  5  loans  that  were  reported  as  required  by  the 
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law.  The  list  of  those  is  extensive  and  it  goes  back  to  1972,  1973, 
1974,  1975,  1976. 

The  existence  of  these  loans  that  ought  to  have  been  reported 
but  were  not  reported  by  Mr.  Lance,  was  that  known  to  you  at  the 
time  you  wrote  your  letter  of  endorsement? 

Mr.  Bloom.  No,  sir;  it  wasn't. 

Mr.  Hyde.  Is  there  something  missing  in  the  bank  examining 
process  where  these  things  are  missed  and  permitted  to  go  on  for 
so  long?  Don't  you  have  a  checklist  of  questions  to  ask  these 
officers  and  directors  and  those  people  who  are  most  able  to  self- 
deal,  where  you  can  get  answers  from  these  people  in  these  sensi- 
tive areas,  every  time  you  go  through  for  examination? 

Mr.  Bloom.  Yes,  sir,  we  have  extensive  checklists  and  the  exami- 
nation is  very  detailed,  and  a  very  comprehensive  operation.  How- 
ever, we  do  miss  things.  I  suppose  given  the  volume  of  assets  that 
we  have  to  check,  I  can't  say  it  will  never  occur,  but  we  surely  try 
to  fill  in  the  gaps  in  our  procedure  and  learn  from  experience  such 
as  this. 

Mr.  Hyde.  You  did  tell  us  this  morning  that  Mr.  Lance  was 
notable  for  his  penchant  for  disclosure,  that  he  was  not  one  to 
conceal  things.  I  recall  your  saying  that,  and  I  was  impressed  by 
that.  It  just  seems  to  me  someone  should  have  asked  him  some 
questions  along  the  line  about  some  of  these  interesting  transac- 
tions. 

An  interesting  article  by  Hobart  Rowen  in  the  Post,  August  25. 
He  said  some  rather  interesting  things.  He  said  Lance  got  banker- 
to-banker  privileges  not  accorded  outside  the  fraternity.  "A  banker 
should  not  be  able  to  feather  his  own  nest  by  throwing  his  bank's 
business  in  the  right  direction.  Rather,  a  banker  should  have  the 
same  relationship  to  his  depositors  that  a  trustee  does  to  the  trust 
he  manages."  Would  you  agree  with  that,  Mr.  Bloom? 

Mr.  Bloom.  Yes,  I  would. 

Mr.  Hyde.  He  also  says  there  is  a  ".  .  .  beneficial  fallout  to  this 
case  that  dramatically  underscores  the  fact  that  there  are  vast  and 
worrisome  gaps  in  banking  regulations.  We  only  have  a  choice 
between  .  .  .  closing  down  a  bank,  which  would  be  painful  to 
innocent  depositors,  or  doing  nothing,  so  mostly  we  wind  up  doing 
nothing."  That  may  be  exaggerating  for  the  sake  of  emphasis,  but 
it  does  seem  to  me  all  of  these  regulations  aren't  very  enforceable 
if  they  are  merely  violated  "technically,"  and  no  action  is  taken. 

We  ought  to  take  a  good  look  at  the  regulations  and  the  banking 
laws  so  there  will  be  some  teeth  in  them,  so  the  depositors  can  be 
protected.  Wouldn't  you  agree  with  that?  Won't  you  help  us  do  it? 

Mr.  Bloom.  Yes,  sir. 

Mr.  Hyde.  I  yield  to  Mr.  Wylie. 

Mr.  Wyue.  'Thank  you  very  much. 

Mr.  Henderson,  in  Ohio  we  have  a  law  which  prohibits  borrow- 
ing money  from  the  national  bank  for  campaign  purposes  or  to  be 
used  in  financing  a  political  campaign.  Does  Georgia  have  such  a 
law,  to  your  knowledge? 

Mr.  Henderson.  I  am  not  an  attorney  and  don't  know  the 
answer  to  that. 

Mr.  Wylie.  The  reason  I  ask  that  is,  the  question  occurs  to  me  as 
te  where  these  overdrafts  from  Calhoun  National — which  were  in 
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effect  loans — were  really  laundered  campaign  money.  Do  you  think 
that  is  a  fair  observation? 

Mr.  Henderson.  No,  sir.  In  retrospect,  I  can  see  the  questions 
that  are  raised  but  at  the  time  we  did  it  I  think  all  of  us  thought 
that  we  were  acting  properly  and  that  we  were  completely  covered 
from  any 

Mr.  Wyue.  In  the  hindsight  though,  you  think  that  might  be  a 
proper,  or  fair,  observation? 

Mr.  Henderson.  I  am  certain  this  could  be  considered,  in  retro- 
spect. 

Mr.  Hyde.  The  brand  new  report  dated  September  7  from  the 
Comptroller,  have  you  seen  that,  Mr.  Bloom? 

Mr.  Bloom.  No,  sir.  September  7?  That  is  tomorrow. 

Mr.  Hyde.  That  is  right.  That  is  how  fast  our  staff  gets  these 
things. 

The  conclusion  states,  "The  Fulton-Calhoun  transaction  shows  a 
pattern  of  loans  to  Mr.  and  Mrs.  Lance  and  associates  from  a 
correspondent  bank.  The  correspondent  bank  looked  in  some  mea- 
sure to  the  maintenance  of  satisfactory  correspondent  balances  in 
determining  whether  to  make  the  loans  and  in  calculating  the 
profitability  of  loans  after  they  were  made.  In  addition,  there  is 
some  evidence  tending  to  support  the  view  that  but  for  the  corre- 
spondent accounts  the  loans  would  not  have  been  made." 

Do  you  think  that  this  ought  to  be  referred  to  the  Justice  Depart- 
ment, this  series  of  things?  You  did  refer  a  campaign  problem,  the 
Bert  Lance  campaign  account  overdrafts,  but  all  of  this  pattern  of 
correspondent  bank  balances  and  personal  loans  shifting  around, 
do  you  think  that  the  Justice  Department  might  want  to  take  a 
look  at  this  and  should  not  the  Office  of  the  Comptroller  send  that 
over  too? 

Mr.  Bloom.  Mr.  Hyde,  I  am  sure  this  is  a  set  of  facts  that  is 
being  reported  to  the  Congress  as  of  tomorrow  morning,  that  the 
Office,  in  the  person  of  the  Comptroller  and  the  Chief  Counsel — 
and  I  am  sure  I  will  perhaps  be  in  on  the  discussions — will  very 
seriously  consider  whether  that  is  in  order,  but  I  cannot  say  with- 
out seeing  all  the  facts  whether  it  should  be  referred. 

Mr.  Hyde.  I  am  not  just  talking  about  this.  I  am  talking  about 
the  whole  pattern.  I  understand  it  is  a  matter  that  is  under  study. 

I  jdeld  to  the  chairman  and  I  yield  my  time. 

Chairman  St  Germain.  I  just  want  to  state  to  the  gentleman 
that  their  compensating,  corresponding  regulations  have  been  both- 
ersome to  us  before.  That  which  you  have  just  read  from  the  latest 
hot  line  from  the  Comptroller,  I  think,  at  long  last  recognizes  that 
which  the  Comptroller  was  reluctant  to  recognize  in  the  initial 
report,  and  that  is,  that  you  just  cannot  look  at  these  charts;  you 
just  cannot  look  at  these  numbers  where,  when  the  correspondent 
balance  goes  up,  all  of  a  sudden  the  loans  go  up  to  these  individ- 
uals, and  at  long  last  they  are  finally  admitting  there  is  a  relation- 
ship between  the  transfer  of  these  corresponding  balances. 

Now  if  you  read  further  on  and  previous  to  that,  there  is  a  lot  of 
discussion  there  as  to  what  type  of  stock  is  pledged,  what  kind  of 
an  interest  rate  is  involved,  promises  to  pay  that  aren't  fulfilled. 

I  am  just  happy  that  at  long  last  that  which  you  have  just  read 
to  us — and  this  is  in  the  Comptroller's  report — indicates  that  the 
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Comptroller  is  now  recognizing  and  admitting  that  you  can  no 
longer  turn  your  back  to  these  facts  that  are  so  self-evident  that  we 
began  on  this  morning  and  continued  on  this  afternoon. 

Mr.  Leach? 

Mr.  Leach.  Mr.  Henderson,  for  the  record,  could  you  tell  us  what 
the  capitalization  and  the  footings  of  your  bank  are,  as  well  as  the 
percent  stock  ownership  of  Mr.  Lance,  Mrs.  Lance  and  their  respec- 
tive families? 

Mr.  Henderson.  Mr.  Leach,  I  will  try. 

Mr.  Leach.  The  capitalization,  first. 

Mr.  Henderson.  It  is  about  $4.8  million. 

Mr.  Leach.  The  footings  then? 

Mr.  Henderson.  The  footings  are  running  about  $53  million  or 
$54  million. 

Mr.  Leach.  And  the  percent  of  ownership  of  Mr.  and  Mrs.  Lance 
and  their  families? 

Mr.  Henderson.  That  is  one  that  I  am  not — this  I  am  not  sure 
of.  I  think  it  is  around  11  percent. 

Mr.  Leach.  The  Comptroller's  report  indicated  that  a  lending 
officer,  Mr.  Bill  L.  Campbell,  embezzled  $994,000  from  your  bank; 
the  bank  then  entered  into  litigation  with  the  bonding  company 
which  alleged  the  bank  knew  of  Campbell's  fraudulent  activities 
prior  to  his  being  fired,  and  that  Mr.  Lance  himself  was  aware  that 
Mr.  Campbell  had  exceeded  his  lending  limit,  and  the  bank  knew 
he  had  a  continued  record  as  a  check  bouncer. 

Are  all  those  facts  true? 

Mr.  Henderson.  No,  those  were  allegations  from  our  bonding 
company. 

Mr.  Leach.  And  you  didn't  accept  them? 

Mr.  Henderson.  That  is  right. 

Mr.  Leach.  But  it  is  true  your  bank  settled  the  litigation  be- 
tween the  bonding  company  for  $450,000,  somewhat  less  than  half 
the  amount  that  was  embezzled. 

Mr.  Henderson.  Plus  salvage  on  all  collateral  and  third  party 
rights  and  all  which  we  are  still  working  on,  Mr.  Leach. 

Mr.  Leach.  Mr.  Bloom,  you  were  aware  of  this  embezzlement, 
were  you  not,  and  was  not  the  banking  community  in  Georgia 
aware  of  it  prior  to  November  of  1976? 

Mr.  Bloom.  I  first  became  aware  of  it,  I  think,  at  the  time  of  the 
lifting  of  the  agreement,  November  22,  and  my  becoming  aware  of 
that,  November  26. 

Mr.  Leach.  Did  this  increase  the  reputation  of  Mr.  Lance  in  the 
banking  community? 

Mr.  Bloom.  I  would  think  not. 

Mr.  Leach.  Is  it  true  that  a  friend  of  yours  wrote  the  transition 
team  and  requested  consideration  for  yourself  to  be  considered  for 
Comptroller  of  the  Currency? 

Mr.  Bloom.  Yes,  it  is,  sir. 

Mr.  Leach.  Is  it  true  that  you  wrote  Secretary-designate  Blu- 
menthal  with  the  same  request  in  mind? 

Mr.  Bloom.  Yes,  sir. 

Mr.  Leach.  Is  it  true  that  you  discussed  your  letter  to  Secretary 
Blumenthal  with  Mr.  Lance? 
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Mr.  Bloom.  I  told  Mr.  Lance  that  I  had  written  the  letter.  I 
wouldn't  say  I  discussed  it  with  him. 

Mr.  Leach.  Thank  you. 

Mr.  Bloom.  I  will  say  I  did  not  ask  Mr,  Lance  for  help  in  getting 
the  appointment.  I  thought  that  having  served  as  a  top  staffer  to 
four  Comptrollers  I  was  eminently  qualified  for  the  job.  I  know 
that  my  name  was  on  lists  of  possible  candidates  for  the  job.  I 
didn't  campaign  for  it  actively  in  the  usual  sense,  but  I  did  write 
the  letter  to  the  Secretary,  yes. 

Mr.  Leach.  Thank  you. 

Mr.  Cleveland,  as  a  basic  lending  policy  of  your  bank  do  you 
have  parameters  on  loans  to  businesses?  For  example,  let  us  say  a 
business  is  capitalized  for  $1  million.  Do  you  have  a  basic  param- 
eter that  says  that  that  business  is  eligible  for  a  loan  of,  say, 
$500,000,  $700,000?  What  would  those  parameters  be  more  or  less? 

Mr.  Cleveland.  Well,  the  capitalization  would  not  necessarily  be 
the  major  factor.  It  would  be  the  time  that  the  business  has  been  in 
operation,  its  profitability,  our  evaluation  of  its  management,  other 
relationships  with  the  bank.  With  a  $1  million  capitalization,  prob- 
ably $600,000,  $700,000. 

Mr.  Leach.  It  has  been  reported  in  the  press  that  the  National 
Bank  of  Georgia  loaned  to  a  peanut  warehouse  owned  by  the 
President  of  the  United  States  up  to  %AV2  million.  Is  that  correct? 

Mr.  Cleveland.  Yes,  that  is  true. 

Mr.  Leach.  Did  that  loan  of  $4y2  million  reflect  a  capitalization 
plus  retained  earnings  of  approximately  $6  to  $7  million? 

Mr.  Cleveland.  No,  sir.  That  is  a  short-term  line  of  credit  se- 
cured by  warehouse  receipts,  fully  secured  by  warehouse  receipts, 
issued  by  reputable  warehouses,  and  policed  by  specialists  in  polic- 
ing warehouse  receipts. 

Mr.  Leach.  There  has  been  increased  reporting  in  the  press  that 
a  substantial  amount  of  bank  funds  in  the  State  of  Georgia  have 
gone  into  political  campaigns,  both  at  the  State  and  Federal  level. 
Are  you  confident  that  no  National  Bank  of  Georgia  funds  went 
into  the  Presidential  campaign  that  have  not  heretofore  been  fully 
reported? 

Mr.  Cleveland.  No,  sir.  I  would  have  no  knowledge  of  any 
whatsoever  that  would  have  been  in  that  campaign. 

Mr.  Leach.  I  might  just  say  in  conclusion  that  the  Comptroller  of 
the  Currency  and  your  banks  have  come  under  a  good  deal  of 
criticism  today,  I  think  largely  warranted,  but  not  exclusively.  The 
Congress  itself  ought  to  come  into  more  than  a  little  criticism  in 
that  we  have  allowed  very  broad  laws  to  exist  that  lack  teeth  and 
fail  to  protect  in  some  instances  either  shareholders  or  depositors. 

I  might  say  on  top  of  this  that  some  banks  that  are  not  repre- 
sented here  should  be  criticized  most  severely,  those  in  New  York 
and  Chicago  and  Atlanta  that  lent  substantial  sums  of  money  on 
what  looks  like  inadequate  collateral,  and  what  looks  like  compen- 
sating balances  from  corporate  deposits  and  possibly  for  political 
reasons. 

I  do  commend  the  chairman  for  holding  these  hearings.  I  think 
there  is  a  good  bit  that  the  Congress  can  look  at  and  that  we  ought 
to  turn  ourselves  inward  and  take  a  good  deal  of  the  blame,  some 
of  which  you  gentlemen  have  borne. 
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Thank  you. 

Chairman  St  Germain.  I  thank  the  gentlemen.  I  state  to  the 
gentlemen  that  in  fact  we  have,  some  of  us,  been  attempting  to 
legislate  in  this  area.  That,  in  reality,  is  one  of  the  big  reasons  for 
these  hearings  today.  I  feel  badly  for  the  individuals  who  are  being 
hurt. 

By  the  same  token,  the  day  had  to  come  when  these  issues  would 
achieve  prominence  and  would  become  public.  Mr.  Hyde  just  read 
this  conclusion  on  corresponding  balances  being  there,  and  loans 
being  given  to  certain  individuals  as  the  result  of  or  in  return  for 
these  corresponding  balances.  We  have  known  this.  But  everybody 
has  wanted  to  deny  it. 

Again  I  repeat,  when  we  look  at  the  facts  in  this  particular  case, 
anyone  who  is  attempting  to  tell  us  there  is  no  relationship  be- 
tween the  loans  and  the  corresponding  balances  in  essence  is 
saying  that  you  are  bunch  of  idiots.  I  don't  think  that  the  Ameri- 
can people  are  that  insensitive  and  unaware  of  what  has  gone  on. 

It  is  not  exclusive,  I  will  agree,  to  the  institutions  represented 
here  today. 

We  want  to  thank  the  witnesses.  It  has  been  a  long  day.  Unfortu- 
nately, there  probably  will  be  longer  days  ahead.  We  just  received 
a  supplemental  report  from  the  Comptroller,  some  of  which  has 
been  referred  to.  It  will  have  to  be  analyzed. 

There  are  other  records  that  must  be  reviewed.  It  well  may  be 
that  we  will  be  forced  to  ask  you  gentlemen  to  return  again  in  the 
future.  If  so,  we  will  give  you  as  much  notice  as  is  possible. 

We  also  will  be  sendng  you  some  questions  in  writing  that  have 
not  been  asked  today — some  of  the  members  who  have  other  ques- 
tions would  like  to  submit  them  to  you  in  writing.  We  would  like 
those  answered  as  diligently  as  possible  for  the  record. 

We  will  be  continuing  hearings  on  the  supervisory  amendments. 
They  are  scheduled  to  start  again  on  September  14.  Certainly  all  of 
the  facts  that  have  come  forth  today,  those  that  will  be  elicited  in 
the  future,  I  think  there  will  be  more  forthcoming  in  this  very 
case,  will  be  taken  into  account.  I  am  hopeful  they  will  be  helpful 
to  us  in  legislating.  For  those  who  feel  that  regulations  can  do  it  I 
have  to  defer  because  in  this  very  case  it  had  to  be  admitted  that 
you  can  tell  people  not  to  continue  to  do  something,  but  you  cannot 
force  them  not  to  continue  to  do  it,  even  though  it  is  an  unsound 
practice. 

For  that  reason,  I  feel  that  legislation  is  necessary,  and  I  am 
hopeful  that  the  committee  will  agree  with  me  and  that  we  can  go 
to  the  full  House  and  get  the  consent  and  agreement  of  the  Senate 
in  this  area. 

The  subcommittee  will  now 

Mr.  RoussELOT.  Mr.  Chairman — Mr.  Bloom,  are  you  aware  of 
questions  that  have  been  raised  by  Richard  Reeves  and  Barry 
Hager  in  an  article  that  appeared  in  several  newspapers  regarding 
the  Carter  campaign  borrowing  substantial  amounts  of  money  from 
two  banks  in  the  Georgia  area? 

Mr.  Bloom.  No,  sir,  I  have  not  seen  those  articles. 

Mr.  RoussELOT.  I  will  submit  it  for  your  consideration  because 
the  implication  is  that  it  was  an  open  ended  arrangement  during 
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very  critical  periods  in  the  election,  the  primary  elections  from 
January  to  June. 

I  have  not  the  slightest  idea  how  real  they  are,  except  I  find  in 
talking  to  some  of  the  journalists  that  they  think  the  practice  is 
somewhat  doubtful.  But  I  don't  now  how  real  it  is.  I  just  wondered 
if  the  Comptroller  has  looked  into  that. 

I  thank  the  gentlemen. 

Chairman  St  Germain.  Do  you  have  a  copy  for  the  reporter? 

Mr.  RoussELOT.  I  will  supply  it  for  the  record. 

Chairman  St  Germain.  Without  objection,  the  article  will  be 
placed  in  the  record  at  this  point. 

[The  article  referred  to  follows:] 

[From  the  Los  Angeles  Times,  Thursday,  September  1,  1977] 
Bert  Lance's  Banking  Game:  the  PRESroENT  Knows  How  To  Play  It,  Too 

CARTER  USED  IT  TO  FINANCE  HIS  CAMPAIGN,  WHILE  HIS  OPPONENTS  WENT  BROKE 

(By  Richard  Reeves  and  Barry  M.  Hager) 

Bert  Lance  is  not  the  only  member  of  the  Carter  Administration  who  financed  a 
poUtical  campaign  with  loans  from  friendly  Georgia  banks.  That's  how  his  friend 
Jimmy  Carter  got  to  be  President. 

It's  an  old  story  in  Georgia  politics,  and  it  may  explain  part  of  why,  £ks  President, 
Carter  seems  to  feel  that  his  director  of  the  Office  of  Management  and  Budget  has 
done  nothing  wrong  in  years  of  playing  around  with  other  peoples'  bank  deposits. 
Both  men  financed  Georgia  gubernatorial  campaigns  with  bank  loans,  but  the  real 
payoff  in  knowing  how  to  play  the  banks  came  for  Carter  in  the  1976  presidential 
campaign. 

Fourteen  loans  totaling  $1.5  million  from  two  Atlanta  banks  were  what  kept  the 
Carter  campaign  going  through  crucial  days  of  the  spring  of  1976,  when  a  Supreme 
Court  decision  on  the  constitutioneility  of  the  new  Federal  Election  Commission 
suspended  matching  fund  payments  to  presidential  candidates  for  two  months. 
While  Henry  Jackson  and  Morris  Udall  were  going  broke  in  Pennsylvania  and  Ohio, 
Carter  was  tapping  what  looked  like  an  unending,  and  unsecured,  pipeline  of 
Southern  cash.  In  addition  to  the  bank  loans,  the  Carter  campaign  also  had  what 
amounted  to  short-term  loans  of  almost  $1  million  from  Southern  suppliers  and 
vendors  who  agreed  not  to  demand  quick  payment  in  order  to  help  the  local  boy 
making  good.  As  a  result.  Carter  was  able  to  outspend  Jackson,  $459,653  to  $167,149, 
in  the  Pennsylvania  primary. 

Looking  at  the  5,169  pages  of  Carter  campaign  records  filed  with  the  FEC  shortly 
after  the  1976  election,  it  is  hard  to  figure  out  how  all  that  money  would  have  been 
paid  back  if  the  local  boy  had  stumbled  and  contributions  to  the  Carter  campaign 
had  stopped  snowballing.  Somebody  was  gambling  with  other  peoples'  money. 

Lance  stumbled  in  his  1974  campaign  for  the  Democratic  nomination  for  governor 
of  Georgia,  and  as  a  result  his  campaign  committee  still  has  not  paid  back  $390,000 
it  borrowed  from  Atlanta's  Citizens  &  Southern  bank.  C&S,  however,  apparently 
thought  the  Carter  campaign  would  be  a  better  risk,  and  lent  it  $175,000  in  March 
and  April  of  1976,  Fulton  National  Bank  in  Atlanta  began  making  loans  after  that. 
By  the  end  of  May,  the  campaign  owed  the  two  banks  just  over  $1  million.  Add  to 
that  $1.27  million  in  supplier  bills  and  another  $82,000  in  loans  from  smaller  banks 
and  individuals,  and  the  Carter  campsdgn  was  well  over  $2  million  in  debt.  Its 
tangible  assets  at  the  time  were  accounts  receivable  of  about  $300,000,  most  of  it 
transportation  costs  billed  to  the  Secret  Service  and  press;  and  bills  submitted  to  the 
FEC,  but  not  approved,  totaling  $650,000.  If  the  Carter  campaign  had  collapsed — 
those  things  do  happen  in  politics — some  of  those  generous  Southerners,  banks  and 
suppliers,  stood  a  chance  of  being  stuck  for  more  than  $1  million,  because  only 
$100,000  of  the  loan  money  was  guaranteed  by  Carter's  personal  assets.  According  to 
FEC  records,  the  "guarantor"  of  the  other  loans  was:  "None." 

An  outsider  might  guess  that  CSreorgia  bsmkers  smd  businessmen  were  either  very 
smart,  very  lucky,  high-stakes  gamblers  or  the  the  best  political  analysts  in  the 
country. 

Insiders  might  say,  as  Carter  does  about  Lance's  financial  dealings,  that  that's 
just  the  way  they  do  business  down  there.  "In  terms  of  campaign  financing," 
according  to  Campaign  Money,  edited  by  Herbert  Alexander,  director  of  the  Citizens 
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Research  Foundation,  "the  granting  of  personal  loans  to  supporters  has  apparently 
been  the  standard  mechanism  for  injecting  bank  money  into  (Georgia)  political 
campaigns.  For  instance,  former  Gov.  Carter  has  said  that  seed  money  for  his  1970 
campaign  came  from  supporters  who  raised  about  $250,000  in  personal  notes." 

And  that's  what  they  do  say — business  as  usual.  Officials  of  C&S  and  Fulton  told 
the  authors  of  this  article  that  the  loans  were  "routine,"  and  totally  secured  by  the 
Carter  campaign's  due  bills  and  the  anticipated  FEC  money.  But  the  numbers  don't 
appear  to  support  that,  and  six  of  the  loans  were  made  when  there  was  some  doubt 
whether  the  FEC  would  be  reconstituted  by  Congress.  The  C&S  vice  president  who 
approved  the  first  four  Carter  loans,  incidentally,  was  Hubert  Harris,  now  Lance's 
assistant  for  congressional  relations. 

Besides  the  bank  loans,  there  were  also  the  claims  of  creditors,  the  friendly 
suppliers,  most  of  whom  worked  through  the  small  advertising  agency  of  Gerald 
Rafshoon,  Carter's  media  adviser.  At  the  end  of  May,  Rafshoon  owed  his  suppliers 
$647,997.  He,  in  turn,  was  owed  that  amount  by  the  campaign.  Rafshoon,  who  had 
substantial  personal  loans  from  Lance's  National  Bank  of  Georgia,  said  that  none  of 
his  campaign  debts  were  underwritten  by  banks.  "They  were  Atlanta  companies," 
he  said,  "which  were  willing  to  wait  for  money  because  they  wanted  Jimmy  to  win 
as  much  as  we  did." 

And  what  of  Carter's  opponents?  They  could  not,  or  would  not,  borrow  from 
banks.  Jackson,  facing  the  same  problems  as  Carter,  borrowed  only  $42,700.  "Bank- 
ers and  our  finance  people  were  very  skittish  about  the  bankability  of  the  FEC  due 
money,  whether  it  could  be  used  as  collateral,"  said  Jackson's  campaign  manager, 
Robert  Keefe.  "No  one  was  sure  for  weeks  whether  there  was  ever  going  to  be  any 
FEC  money.  Scoop  could  have  taken  some  personal  notes,  but  he  really  has  no  net 
worth  to  borrow  against.  And,  frankly  he  just  didn't  want  a  debt  hanging  over  him." 
UdaJl  borrowed  $70,000  on  his  signature,  but  that  was  it.  "We  had  no  access  to  real 
money  markets,"  said  John  Gabusi,  director  of  the  Udall  campaign,  "and  we 
couldn't  get  loans  like  that.  And  we  had  no  deal  like  the  Rafshoon  thing — nobody 
would  give  us  credit." 

The  chronology  of  the  Carter  campaign  borrowing  really  began  on  Jan.  30,  1976, 
when  the  Supreme  Court  ruled  that  the  Federal  Election  Commission — with  some 
members  appointed  by  Congress  and  some  by  the  President — was  an  unconstitution- 
al hybrid  of  legislative  and  executive  powers.  With  the  FEC  in  suspension  while 
Congress  debated  new  legislation,  the  last  matching  fund  checks  went  to  presiden- 
tial candidates  on  March  22.  All  campaigns  soon  were  in  a  cash-flow  bind.  Carter 
took  his  first  loan  on  March  15 — $70,000  from  C&S.  By  the  end  of  the  month  his 
campaign  was  $556,000  in  the  red. 

What  followed  was  classic,  and  successful,  deficit  financing.  The  Atlanta  banks 
and  suppliers  provided  money  and  services  against  anticipated  revenues — revenues 
that  would  keep  coming  if  Carter  kept  winning  primaries.  For  the  duration  of  the 
primary  season,  the  campaign  would  borrow  money — or  fail  to  pay  its  Georgia 
creditors — for  "upfront"  cash  to  buy  television  time  and  field  organization.  With 
each  media  barrage — answered  less  and  less  frequently  as  Jackson  and  Udall  ran 
out  of  cash — came  a  victory,  or  at  least  a  strong  showing,  and  with  each  triumph 
came  contributions  to  keep  going. 

On  April  2,  the  Carter  campaign  went  to  C&S  for  another  $30,000.  Then:  April  15, 
Fulton,  $40,000;  AprU  20,  Fulton,  $60,000;  AprU  23,  C&S,  $25,000;  April  29,  C&S, 
$50,000;  May  14,  Fulton,  $130,000;  May  14,  Fulton,  $120,000;  May  25,  Fulton, 
$200,000;  May  28,  Fulton,  $200,000;  May  28,  Fulton,  $100,000;  June  7,  Fulton, 
$200,000;  June  22,  Fulton,  $300,000.  The  loan  total  of  $1,525  million  does  not  neces- 
sarily mean  that  $1.5  million  was  owed  at  any  one  time  because  the  campaign 
began  repajdng  loans  in  June.  But  at  times  the  campaign  owed  the  two  banks  at 
least  $1  million. 

By  the  end  of  April,  the  Carter  campaign  had  a  net  indebtedness  of  $960,000 
including  bank  debts  and  $350,000  owed  to  Rafshoon.  On  May  31,  the  net  indebted- 
ness had  reached  $1,898,000,  with  $645,997  owed  Rafshoon.  After  the  key  victories 
over  Jackson  and  Udall  in  Pennsylvania  and  Ohio,  and  the  resumption  of  FEC 
payments  beginning  May  22,  the  net  debt  was  reduced  to  $1,160,000  on  June  31, 
with  $431,000  owed  to  Rafshoon.  Bv  the  end  of  July,  the  debt  had  been  reduced  to  a 
little  more  than  $500,000,  and  by  Aug.  31  the  Carter  campaign  was  in  the  black  for 
good. 

So,  unlike  Lance's  debts.  Carter's  campaign  loans  were  repaid.  As  far  as  the 
Atlanta  banks  are  concerned,  that's  proof  enough  that  they  were  soimd  business 
risks  all  along.  Herbert  McKoy,  the  Fillton  vice  president  for  commercial  credit  who 
handled  the  loans,  said  the  bank  had  "a  commitment"  to  the  Carter  campaign,  and 
accepted  repayment  pledges  discussed  in  conversations  with  Carter's  campaign  trea- 
surer, Atlanta  attorney  Robert  Lipshutz.  Lipshutz  is  now  counsel  to  the  President. 
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"Each  loan  stood  on  its  own  merits,"  McKoy  said.  "These  were  short-term,  self- 
liquidating  loans  to  help  them  with  their  cash-flow  problems." 

The  letters  between  Lipshutz,  McKoy  and  Harris  during  the  spring  of  borrowing 
are  friendly,  almost  chatty,  things — some  beginning,  '  Dear  Herkie,"  which  is 
Harris'  nickname.  The  Southern  politicians,  bankers  and  lawyers  may  have  seen 
themselves  as  "outsiders"  as  far  as  Washington  was  concerned,  but  they  sure  sound 
like  Atlanta  insiders  helping  a  buddy  take  over  the  country. 

With  a  little  help  from  his  friends.  Carter  was  the  only  survivor  of  the  dollar 
drought  caused  by  the  FEC's  court-ordered  inactivity.  By  the  time  Udall  and  other 
candidates  had  some  ready  cash  in  early  June,  it  was  too  late  to  stop  the  front 
runner.  The  "common  practice"  of  politicians  and  bankers  in  Georgia — to  use  Cart- 
er's phrase  in  defending  Lance — apparently  was  not  common  enough  elsewhere  to 
do  Carter's  competitors  any  good. 

Carter  now  has  endorsed  that  common  practice  by  endorsing — proudly,  he  said — 
Lance's  behavior.  What  is  most  disturbing  is  that  our  post  Watergate  President  does 
not  seem  to  understand  why  other  Americans  are  genuinely  shocked  by  Lance's 
"common"  behaAaor.  Carter  has  accepted,  for  now,  the  standard  of  doing  what  you 
can  get  away  with.  And  it  turns  out  that  the  bankers  and  their  favored  politicians 
can  get  away  with  a  hell  of  a  lot.  He  has  disillusioned  a  few  of  us  who  thought  or 
hop^  that  he  was  really  running  sigainst  privilege.  It  looks  as  though  he  did  not 
understand  that  most  people  are  not  as  privileged  as  Lance — or  Carter.  Apparently 
he  never  exp>ected  to  be  held  to  the  standard  he  articulated  in  his  now-famous  May, 
1974,  Law  Day  speech  at  the  University  of  Georgia: 

"Well,  I've  read  parts  of  the  embarrassing  (Nixon)  transcripts,  and  I've  seen  the 
proud  statement  of  a  former  attorney  general,  who  protected  his  boss,  and  now 
brags  on  the  fact  that  he  tiptoed  through  a  minefield  and  came  out  'clean.'  I  can't 
imagine  somebody  like  Thomas  Jefferson  tiptoeing  through  a  minefield  on  the 
technicalities  of  the  law,  and  then  bragging  about  being  clean  afterwards." 

No,  it's  hard  to  imagine  that.  Or  that,  after  he  got  out  of  the  field,  Jefferson 
would  be  met  by  George  Washington  saying:  "Tom,  I'm  proud  of  you!" 

Chairman  St  Germain.  Mr.  LaFalce  wants  to  address  an  inquiry 
to  Mr.  Bloom. 

Mr.  LaFalce.  Mr.  Bloom,  could  you  perhaps,  not  today,  but  at 
some  subsequent  time,  give  your  opinion  or  the  Comptroller's  opin- 
ion regarding  an  interpretation  of  18  U.S.C.  656,  "Theft,  embezzle- 
ment or  misapplication  by  a  bank  officer  or  employee,"  particularly 
the  words  "wdllfuUy  misapplies,"  what  would  constitute  willful  mis- 
application, and  whether  or  not  detriment  must  be  shown  to  the 
bank  in  order  for  willful  misapplication  to  exist. 

Mr.  Bloom.  Yes,  sir. 

Mr.  LaFalce.  You  stated  a  minute  ago  there  was  controversy  in 
the  Department  concerning  that  or  that  you  disagreed  with  the 
opinion  of  some  of  your  attorneys? 

Mr.  Bloom.  As  to  what  constituted  a  violation  of  statute,  yes,  sir. 

[At  the  request  of  Congressman  LaFalce,  the  following  memoran- 
dum from  the  Office  of  the  Comptroller  of  the  Currency  was  sub- 
mitted by  Mr,  Bloom  for  inclusion  in  the  record:] 
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Comptroller  of  the  Currency 
Administrator  of  National  Banks 


Washington.  DC.  20219 
i5   Mr.    John  E.    Shockey ,   C>tSef  Counsel 
F,m    Robert   B.    Serino, 
ott    SepteiTiber   1,    19"K 


en^^ir^mt   and  Compliance 


sj:,,,,;.  Elements  necessary  for  successful  prosecution  of 
overdraft  cases  as  misapplication,  §656 

Quesuions  Presented 

What  are  the  prerequisites  for  convicting  bank  officials 
of  misapplication  of  funds,  18  tJ.S.C.  §656,  in  cases  where 
customers  have  overdravn  their  accounts?   What  factual  situations 
hav^e  satisfied  those  prerequisites? 

Discussion 

Once  it  has  been  established  that  there  is  a  guilty  officer, 
director  or  person  connected  in  any  capacity  with  a  national 
bank,  it  must  be  shown  that  there  is  a  wilful  misapplication. 

Intent 


.An  overdraft  may  ba  legal  or  criminal  depending  on  the  intent 
of  the  person  committing  it,  inferred  from  surrounding  circumstances 
shown  by  the  evidence.   U.  S.  v.  Heinye,  161  F.  425  (2d  Cir.  1908). 
The  existence  of  such  intent  cannot  be  inferred  from  the  mere 
existence  of  such  an  overdraft  or  check  kiting  scheme.   U.  S.  v. 
Giordano,  489  F.  2d  327  (2d  Cir.  1973)  . 

In  Giordana  the  Second  Circuit  found  that  intent  to  injure 
the  bank  in  a  check  kiting  case  existed  if  the  bank  officer  knew 
that  misapplication  exposed  the  bank  to  the  risk  of  losing  funds 
and  the  bank  officer  concealed  the  misapplication.   The  court 
noted  that  the  natural  consequences  of  the  kiting  scheme  was  to 
put  the  bank  in  jeopardy.   The  intent  to  defraud  was  shown  by  the 
fact  that  the  bank  officers  permitted  the  overdrawn  checks  to  be 
treated  as  cash  to  conceal  the  check  kiting  scheme. 

In  U.  S.  V.  Boedker,  389  F.  Supp.  360  (M.D.  Pa.  1974),  the 
defendant  was  found  to  have  intended  to  injure  the  bank  of  which 
he  was  president  by  borrowing  the  overdrafts  of  a  corporate  customer 
of  which  he  was  a  director  and  shareholder.   The  intent  was  inferred 
from  the  fact  that  the  defendant  knew  the  customer  had  insufficient 
funds  and  was  furtJier  supported  by  the  defendant's  knowledge,  as  a 


I 
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director  of  the  corporate  customer,  that  it  was  unable  to  cover 
the  shortage  in  the  account.   The  court  noted  that  a  jury  could 
conclude,  based  on  the  defendant's  financial  interest  in  the 
customer,  that  the  defendant  had  motive  to  act  against  the  bank's 
interests. 

The  Tenth  Circuit  in  Swingle  v.  U.  S. ,  389  F.2d  222  (10th  Cir. 
1958)  concluded  that  the  defendant  satisfied  the  requisite  intent 
from  the  fact  that  the  overdrawn  checks  were  held  without  posting 
each  day  and  were  never  recorded  in  appropriate  books.   In  U.  S.  v. 
Matsinqer,  191  F.2d  1014  (3d  Cir.  1954)  the  circuit  court  remanded 
the  case  to  determine  whether  the  defendant  satisfied  the  intent 
requirement,  but  held  that  a  misapplication  in  an  overdraft  situa- 
tion must  be  more  than  a  mere  bookkeeping  transfer  and  must  involve 
an  actual  conversion  of  the  bank's  money. 

Willful  misapplication 

The  Boedker  court  concluded  that  a  bank  official  may  still 
be  acting  wilfully  even  though  he  neither  knows  or  intends  that 
his  actions  violate  the  law. The  following  facts  of  this  case  were 
sufficient  to  conclude  willfulness  on  the  defendant's  part: 
(1)  that  defendant  instructed  subordinates  to  handle  these  over- 
drafts differently;  (2)  that  the  handling  of  the  overdrafts 
rendered  the  bank  liable  for  them  despite  the  customer's  history 
of  overdrafts;  (3)  that  defendant  informed  the  customer's  president 
that  the  bank  would  honor  the  checks  despite  insufficient  funds; 
(4)  that  defendant  did  not  inform  the  board  of  directors  of  this 
arrangement;  (5)  that  defendant  had  substantial  interest  in  the 
customer. 

Boedker  is  unique  in  that  discussion  of  wilful  misapplication 
is  distinct  from  that  of  intent.   In  most  other  cases  involving 
overdrafts  as  violation  of  §656,  the  two  prerequisites  are  discussed 
together  and  the  facts  proving  wilfulness  also  prove  intent. 

In  U.  S.  V.  Boedker,  389  F.  Supp.  360  (M.D.  Pa.  1974)  the 
court  indicated  that  while  it  is  not  uncommon  for  a  bank  to  retain 
an  NSF  check  when  it  is  reasonably  certain  that  the  amount  of  the 
check  can  be  collected,  it  is  not  a  common  practice  to  retain  NSF 
checks  when  the  account  holder  has  a  history  of  NSF  checks.   The 
court  in  Boedker  stated  that  "given  what  had  to  be  the  precarious 
financial  situation  of  [the  account  holder]  the  natural  result  of 
the  defendant's  honoring  [the  account  holder ' s]  overdrafts  was  to 
injure  and  defraud  the  bank."   Id.  at  364. 

Payment  of  interest  is  a  factor  that  can  be  v/eighed  to  determine 
if  there  is  intent.   Id. 
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Chairman  St  Germain.  I  conclude  by  stating,  Mr.  Henderson — 
incidentally,  Mr.  Henderson,  do  you  have  an  opinion  on  NOW 
accounts?  I  am  very  serious.  We  start  the  hearings  tomorrow.  I  will 
let  you  be  the  leadoff  witness.  Are  you  for  or  against  NOW  ac- 
counts, as  you  understand  it? 

Mr.  Henderson.  I  have  no  opinion. 

Chairman  St  Germain.  The  reason  I  ask  is  when  I  look  at  the 
overdrafts,  it  seems  to  me  in  this  overdraft  situation  at  Calhoun, 
during  that  campaign,  there  was  a  unique  type  of  NOW  account 
developed,  of  a  brand-new  type.  If  Mr.  Lance  were  to  stay  on,  I  am 
wondering  if  he  would  come  out  in  favor  of  NOW  accounts. 

The  subcommittee  will  be  in  recess  until  tomorrow  morning  at 
10,  room  2222,  and  we  will  have  hearings  on  NOW  accounts  open- 
ing. 

Gentlemen,  as  I  stated  earlier,  we  may  well  have  to  call  on  you 
again,  and  we  appreciate  your  assistance  today.  Thank  you. 

[The  following  are  written  questions  submitted  by  members  of  the 
subcommittee  to  the  witnesses,  along  with  the  replies:] 

[In  addition,  following  are  questions  from  Chairman  St  Germain 
to  nine  banks  in  regard  to  correspondent  relationships  along  with 
the  replies:] 
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CHALMERS   P. 


USSELOT.  CAUF. 


U.S.  HOUSE  OF  REPRESENTATIVES 

SUBCOMMITTEE  ON  FINANCIAL  INSTITUTIONS 
SUPERVISION,  REGULATION  AND  INSURANCE 

OF  THE 

COMMITTEE  ON  BANKING.  FINANCE  AND  URBAN  AFFAIRS 
Ninety-Fifth  Congress 

WASHINGTON.  D.C.     20515 
September    20,    1977 


UEACH.   IOWA 


Mr.  Y.  A.  Henderson,  Jr. 
Chairman  of  the  Board 
Calhoun  First  National  Bank 
P.  0.  Box  12169 
Calhoun,  Georgia  30701 

Dear  Mr.  Henderson: 


As  you  are  aware.  Members  of  the  Subcommittee  indicated  in  our 
hearings  on  September  6  that  we  would  have  follow-up  questions  to 
your  appearance. 

l.You  were  at  the  Calhoun  First  National  Bank  when  the  apparent  violations 
of  law  regarding  the  Campbell  and  campaign  matters  occurred. 

Please  provide  the  Subcommittee  with  your  own  accounting  of  the  events 
involving  these  referrals  including  the  dates  you  became  aware  of  violations, 
the  dates  the  F.B.I.,  the  Comptroller  of  the  Currency's  examiners,  and  the 
U.  S.  Attorney  were  informed  of  these  violations,  and  the  dates  of  and 
content  of  any  discussions  you  had  with  any  of  the  above  agencies  regarding 
the  violations. 

2.  Your  bank  signed  an  agreement  with  the  Comptroller  of  the  Currency's 
Office  on  December  2,  1975. 

Please  infoHQ_the  Subcommittee  on  what  date  your  bank  was  informed,  if 
ever,  that  the  Comptroller's  office  had  made  a  criminal  referral  to  the 
Justice  Department  regarding  several  matters  found  in  the  bank  in  1975. 
Was  the  bank  kept  Informed  of  the  various  steps  of  this  criminal  referral, 
did  you  know  which  possible  violations  were  being  handled  by  the  Justice 
Department  in  Washington  and  which  were  being  handled  by  the  U.  S.  Attorney 
in  Atlanta? 

3.  An  Assistant  U.  S.  Attorney  in  Atlanta  has  testified,  under  oath,  to 
a  Senate  Committee  that  he  caused  a  subpoena  to  be  served  on  your  bank 
for  certain  books  and  records  in  September  of  1976  and  that  he  was  informed 
that  the  records  were  not  at  your  bank. 

Please  provide  the  Subcommittee  with  a  copy  of  your  response  to  the 
U.  S.  Attorney's  office  in  Atlanta. 
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Mr.  Y.  A.  Henderson,  Jr.  -2-  September  20,  1977 

4.   In  the  December  2,  1975  agreement  you  signed  with  the  Comptroller's 
Office  ,  Article  14  provided: 

"The  BANK  shall  reduce  loans  to  70%  or  less  of  total  deposits." 


Please  inform  the  Subcommittee  what  the  ratio  of  loans  to  deposits 
was  at  that  time. 

5.   Article  13  of  the  same  agreement  provided: 

"The  BANK  shall,  with  all  due  diligence,  reduce  its  dependency 

on  borrowed  funds  of  all  types,  as  well  as  on  volatile  liabilities." 

Please  inform  the  Subcommittee  of  the  nature  of  the  Comptroller's 
concern  in  this  regard. 

Because  of  ongoing  legislative  and  oversight  hearings,  your  earliest 
response  would  be  appreciated. 

Sincerely, 


J.  St  Germain 


J 
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OCT  2     LV, 


^■^     Tnc  Cafnoun  j^irst  lS(atwnaf^anh 

^^r  ^"^  CALHOUN,  GEORGIA  30701 


September  29,  1977 


Mr.  Fernand  J.  St  Germain,  Chairman 
Subcommittee  on  Financial  Institutions 
U.S.  House  of  Representatives 
Ninety-Fifth  Congress 
Washington,  D.  C.  20515 

Dear  Mr .  St  Germai  n : 

In  response  to  your  follow-up  questions  in  your 
letter  of  September  20,  1977,  I  should  like  to  submit  the 
fol lowing  answers : 
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The  first  time  that  I  realized  anyone  considered  that  we 
had  handled  the  campaign  funds  incorrectly  was  when  I 
received  a  subpoena  to  come  to  a  proceeding  at  the  Regional 
Administrator  of  the  Currency's  office  in  Atlanta  on  August 
28,  1975.   After  I  received  the  subpoena  Mr.  John  Sherry 
called  me  from  the  Comptroller's  office  in  Washington  and 
asked  me  if  I  had  received  it,  if  I  intended  to  be  there 
and  what  my  reaction  to  it  was.   I  informed  him  that  I  did 
not  know  that  we  had  done  anything  wrong,  but  that  I  would 
certainly  be  there.   After  arriving  at  the  Regional  Adminis- 
trator's office  on  that  date  I  was  put  under  oath  and  gave 
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Mr.  St  Germain 


September  29,  1977 
Page  Two 


5. 


my  testimony  on  this  matter  and  was  informed  that  it  should 
be  kept  private  which  I  did.   I  did  not  hear  any  more  of 
this  matter  at  all  until  the  time  that  the  newspapers  began 
to  report  on  it  after  Mr.  Lance  was  proposed  to  be  named  to 
a  Cabinet  position  in  President  Carter's  Cabinet. 

To  the  best  of  my  knowledge  our  bank  was  never  informed 
that  the  Comptroller's  office  had  made  a  criminal  referral 
to  the  Justice  Department  about  any  matters;  therefore,  the 
bank,  of  course,  was  not  informed  of  the  various  steps  that 
took  place  thereafter. 

I  do  not  recall  ever  being  served  with  a  subpoena  for  cer- 
tain books  and  records  of  the  bank  in  September  of  1976. 
I  have  asked  the  various  other  Officers  of  the  bank  who 
might  be  aware  of  this,  and  none  of  them  recall  such  a  sub- 
poena either. 

The  loan  deposit  ratio  of  The  Calhoun  First  National  Bank  on 
December  2,  1975,  was  74.9%. 

I  have  no  knowledge  of  the  nature  of  the  Comptroller's  con- 
cern about  the  item  mentioned  in  Article  13  of  the  Agreement 
between  this  bank  and  the  Comptroller's  office. 

Si  ncerely , 


C3^^^)^nA- 


A.    Henderson  5vjr. 
Chairman    of   the    Board 


YAHJr:bw 


JOHN    H.   ROUSSELOT.   i 
CHALMERS   P.   WYLrE.   1 
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U.S.  HOUSE  OF  REPRESENTATIVES 

SUBCOMMITTEE  ON  FINANCIAL  INSTITUTIONS 
SUPERVISION,  REGULATION  AND  INSURANCE 

OF  THE 

COMMITTEE  ON  BANKING.  FINANCE  AND  URBAN  AFFAIRS 
Ninety-Fifth  Congress 

WASHINGTON,  D.C.     20515 
September   20,    1977 


Mr.    John  E.    Davis,    President 
Calhoun  First  National   Bank 
P.    0.    Box  12169 
Calhoun,    Georgia      30701 

Dear  Mr.   Davis: 

As  you  are  aware.  Members  of  the  Subcommittee  indicated  in  our 
hearings  on  September  6  that  we  would  have  follow-up  questions  to 
your  appearance. 

1.  Calhoun  First  National  Bank  filed  a  claim  with  its  bonding 
company  for  losses  occurred  in  the  Billy  Lee  Campbell  matter. 

What  was  the  maximum  amount  of  coverage  for  such  losses  in 
1975?  What  was  the  final  disposition  of  the  dispute  between 
your  bank  and  the  bonding  company  on  this  matter? 

2.  Please  provide  the  Subcommittee  with  stockholder  lists  for 
Calhoun  First  National  Bank  for  the  years  1974  to  date.   Please  include 
in  the  list  the  number  of  shares  owned  by  each  stockholder. 

3.  Please  provide  the  Subcommittee  with  a  detailed  analysis  of 
Calhoun  First  National  Bank's  capital  accounts  for  the  years  1974  to 
date.   Include  in  this  analysis  any  major  increases  in  the  capital 
accounts  and  provide  data  on  the  method  used  to  increase  that  capital 

(such  as  stock  offerings,  retained  earnings,  etc.).   For  any  stock  offerings, 
please  provide  the  names  of  the  purchasers,  the  number  of  shares  bought 
by  each  purchaser,  and  the  price  paid  for  those  shares. 

Because  of  ongoing  legislative  and  oversight  hearings,  your  earliest 
response  would  be  appreciated. 


St  Germain 


444 


^^r  CALHOUN   GEORGIA  30701 


September  26,  1977 


Mr.  Fernand  J.  St  Germain 
Subcommittee  on  Financial  Institutions 
U.S.  House  of  Representatives 
Ninety-Fifth  Congress 
Washington,  D.  C.  20515 


Dear  Mr.  St  Germain: 

As  requested  in  your  letter  of  September  20,  1977, 
the  following  answers  to  the  follow-up  questions  to  my  personal 
appearance  before  your  Subcommittee  are  furnished: 


1.  The  face  amount  of  our  insurance  coverage 
claim  was  filed  with  our  former  bonding  c 
Billy  Lee  Campbell  matter  was  $1,700,000. 
After  considerable  litigation  by  both  sid 
First  National  Bank  settled  with  the  bond 
a  cash  payment  of  $450,000.00  plus  the  sa 
to  all  loans,  agreements  and  any  other  ot 
any  value  supporting  these  credit  extensi 
involved  in  the  matter.  Since  the  settle 
the  bonding  company  we  have  collected  app 
additional  $195,000.00  from  the  other  ass 
granted  us,  and  we  feel  that  a  substantia 
is  collectible. 


under  which  a 
ompany  in  the 

00  during  1975. 
es  ,  The  Calhoun 
ing  company  for 
1 vage  rights 
her  assets  of 
ons  which  were 
ment  date  with 
roximately  an 
ets  which  were 

1  additional  sum 


As  requested,  stockholders  lists  of  The  Calhoun  First 
National  Bank  for  1974,  1975,  1976  and  1977  are  included, 
and  as  you  can  see  the  computer  printout  shows  the  total 
number  of  shares  owned  by  each  stockholder. 

The  most  complete  detailed  analysis  of  our  capital  accounts 
for  the  years  1974  to  date  will  be  found  within  our 
financial  reports  and  are  included  in  our  Annual  Reports  of 
December  31,  1975,  and  December  31,  1976.   These  reports 
are  attached  along  with  a  three-year  moving  summary  of  the 
changes  in  equity  capital  which  we  submit  to  the  appropriate 
regulatory  authorities  on  a  regular  basis. 

In  June,  1976,  a  common  stock  offering  was  made  to  our 
stockholders  and  1,313  shares  of  $2.50  per  value  common 
stock  were  sold.   A  list  of  the  purchasers  of  this  stock 
by  name  and  amount  is  attached,  and  as  you  can  see  on  our 
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Mr.  St  Germain 


September  26,  1977 
Page  Two 


financial  statements  after  deducting  the  selling  expenses 
of  approximately  $10,000.00,  $3,000.00  was  credited  to  the 
Common  Stock  Account  and  the  undivided  profit  account  was 
credited  for  the  excess  of  proceeds  from  the  sale  of  our 
stock  over  the  par  value  in  accordance  with  regulatory 
authority  approval.   This  is  the  only  stock  offering  we 
have  had  between  the  years,  1974  to  date. 

We  certainly  hope  this  will  complete  the  information 
needed  from  The  Calhoun  First  National  Bank  in  connection  with 
our  previous  testimony  before  your  Subcommittee. 

Yours  truly. 


JED/jr/cb 
End  osures 
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08/13/76 


THE  CALHOUN  FIRST  NATIONAL 
CAPITAL  STOCK  SYSTEM  TRANSACTII 
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CAPITAL  STOCK  SYSTEM  TRANSAC 
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08/13/76  THE    CaLMOUN    FIRST    NATIONAi 
CAPITAL    STOCK    SYSTEM    TRANSACT 
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08/13/76  THE  CALHOUN  FIRST  NATIONAL 

CAPITAL  STOCK  SYSTEM  TRANSACT: 


_6^ NUMBER  OF  NEW  ACCOUNTS 

NUMBER  OF  NAME  CHANGES 
— 2  -    —       'NUrl  OF  SOc  SEC'CHAnQES" 

91 "fSoa ^  __AODT0_NUM  SHADES  HELD 

7  3190 SU8TR  FROM  SHARES  HELD 

y'~~~~~^~         ri)^^    "CASH  DTV  OATELSf  PAlt) 

^-^  ^  ^^     -   g^  oxv d_date  l s t  p a  I  d 

•  ADD   DIV    LAST   PaID    CASH 

~~~~~  7^"  '      "      ^  '  .  f~SUB    OIV   LAST~>AID    cash; 

1_  llfDQL  piy^_  l_ast2paid  STK 

SUB  DIVD  LAST  PAID  STK 

'"T~      ~         f    Date  acct  open"  changes 

Date  acct^  clos  changes 

num  of  zipcode  changes 

■"  Total  NUM  "acct  DELETES 
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..viEOFBANK:    The    Calhoun    First    J^ationAl — aanK 

All  Figures  in  Sections  B  through  F  are  to  be  Year  to  Date 
SECTION  B— CHANGES  IN  EQUITY  CAPITAL 


.CHARTER  NUMBER. 


f^^G 


A 

B. 

C 

D. 

E. 

Prelerred 

Common 

Surplus 

Undivided 

Total 

(Indicate  decreasM 

slock 

slock 

prolits  and 

equity 

and  losses 

capital 

capital 

in  parentheses) 

(Par  value) 

(Par  value) 

reserves 

1 .  Balance  beginning 
of  period 


_^ "n'ousands  ot  dollars 

OlX]«|xx|     i,3islxxxlxxl      1  ,:^!;rlxxx|xxl      m-;    Ixxxixxl  p.rkTIxxxIjmI    i 


2.  Net  income  (loss) |        230     |xxx|xx|         230    |XXX|xxl    2 

3.  Sale,  conversion, 

^e^r^emln" of' capital . . . I  0  IXXXixxl  3|XXXlxxl  dXXXiXXl  19     Ixxxixxl  ?9    |XXX|XX|    3 

4.  Changes  incident  to 

mergers  and  ,  _^_^ ^ , ^_^ 

absorptions  I  0  IXXXiXXl  OlXXXixxl  0|XXX|XX|  0     fxXXlXXl  0    IxXXlxxl    4 

5.  Cash  dividends 

declared  on  common  , ,  

Slock  ,. K        26  ^XXXlXXK        26  ^xa\^    5 

6.  Cash  dividends 

declared  on  preferred  ^ ^_^_^ 

stock K         0  ^xxxIxxK         0  )lxxx|xx|  6 

7.  Stock  dividends  , ^  ,  ,       ,_ , , , , 

issued I  0  Ixxxixxl  OlXXXiXXl  dXXXiXXl  0     IXXXixxl  0    Ixxxixxl     7 

8.  Other  increases 
(decreases) 

(itemize):  I  0  IXXXixxl  Olxxxixxl  qxxxixxl  0     |XXX|XX|  0    |XXX|xxl     8 


9.  Balance  end  of 

period 


Ojxxxjxx!    l.sigixxxlxx!     J-".a=>Hxxxlxxl      '»■'•"   Ixxxixxl  ^>"»b  Ixxxixxl  9 


SECTION  C— RESERVE  FOR  POSSIBLE  LOAN  LOSSES  (Valuation  Reserve)  Thousands  of  dollars 


1.  Balance  beginning  of  period 

2.  Recoveries  credited  to  reser^'e '.'i--- ••• 

3.  Changes  incident  to  mergers  and  absorptions 

4.  Provision  for  possible  loan  losses  (must  equal  Item  2j  of  Section  A) 

i  Losses  charged  to  reserve \. 

8.  Balance  end  of  period  (must  equal  Subitem  9b  of  Report  ot  Condition)  


THOUSAMOS 

Hnds 

ca 

mi 

xxx 

XX 

1 

bi 

XXX 

XX 

2 

y 

xxx 

XX 

3 

252 

xxx 

XX 

4 

: 

302     ) 

xxx 

XX 

5 

'         mv 

xxx 

XX 

6 

SECTION  D— OTHER 
OPERATING  INCOME 

Other  income 

1  Trading  account  income.  Thousands  ot  dollars 

Net r  "      Ixxxixxl 

2  Equity  in  net  income  (loss) 
of  unconsolidated 

sul}Sidiaries  and  ^_^_^ 

associated  companies   | 0      |XXX|)(X| 

3.  All  other;  (itemize  amounts  over 

25%  of  Item  4  t>elov») 

Coniputer .  Inqorae  ...55,000 


SECTION  E— OTHER 
OPERATING  EXPENSES 

Other  expenses 
1    l^inority  interest  in  consolidated    Thousands  of  dollars 

subsidiaries | 

2.  All  other:  (itemize  amounts  over 

25%  of  item  3  below) 


Ixxxixxl 


4.  Total  (must  equal  Section 
A,  Item  1m) 


■'■"^    Ixxxfxxl 


3.  Total  (must  equal  Section 
A.  Item  2k) 


s       tgy    Ixxxixxl 


"Ttre- 
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jFBANK:         TMa    CalhQim    FiT-ql:    Hation.^T     Bank 

,1  Figures  in  Sections  B  through  F  are  to  be  Year  to  Date 
SECTION  B— CHANGES  IN  EQUITY  CAPITAL 


.CHARTER  NUMBER: 7iita_ 


/9"7/^ 


A. 

B. 

C. 

D. 

E. 

Common 

Surplus 

UndivkJwt 

Total 

(Indicate  dacc9«9«« 

stock 

stock 

prolits  and 

equity 

andloss»9 

capital 

capital 

m  p3rflnOi«9«s) 

(Par  vakw) 

(Parvalus) 

reserves 

1.  Balance  beginning 
o)  pariod 


Thousands  of  e 

0  Ixxxixxl  1,275  Ixxxixxl  1,350   lxxx|xx|       (2)  Ixxxixxl   2.62Tlxxxlxx) 


2.  Nelincome (loss) |    (121)    |xxx|xxl        (12lixxx|xx[ 

3.  Sals,  conversion, 

acquisihon  or — — ^ — ,____, 

retirement ol capital . . . F  olxxxlxxl  un  Ixxxixxl  nixxxixxl  n      IxXXiXXl  un  |XXX|XX| 

4.  Changes  incident  to  /    / 

mergers  and  _^_^ '  ■  •* f__^ ______ 

absorptiona I  0    Ixxxlxxj  OlXXXixxl     .•       0    |XXX|XX|    '        0      |XXX|XX|  0  Ixxxixxl 

5.  Cash  dividerxls  .'     ,:         '%,       ■■      .- 
declared  on  common                                                                 /    y    /"'-v     'V      •' 

stock .;:...{./../r„/^>-r.K        92     ^XXXlXXlC  92)|XX«|X«1 

6.  Cash  divkjends  ^".(.^     '**'   ^/      /  /  /X 

declared  on  preferred  "'■  "-^^  .-;■    y  ^  .  ___t— . 

stock ...:..;:...':.....;../. K  •     o  ^xxxIxxK  o)lxxxlxx| 

7.  Slock  divklends  ^ -  •' 

issued I  0  Ixxxixxl        ■  0  Ixxxixxl  0  |xxx|xxl         0    |xxx|xxl  0  |xynM 

8.  Other  increases  '"-v^  '     ;  ^.  '  '^^ 

(decreases)  ^^'^     "  ''     ' '  ^-''      ____, 

(itemize):  I  Olxxxixxl    V      ^0|XXX|XX|  0    Ixxxixxl       360     Ixxxixxl  360  Ixxxixxl 


PBemlun.on.s.ale  of  stock 


v. 


•^/ 


9.  Balance  end  of 
period 


0  Ixxxixxl    i~3islxxx|xxl  1.350  Ixxxlxxj      iits    Ixxxixxl    2,810|XXX|XX|   ! 
SECTION  C— RESERVE  FOR  POSSI8LELOAN  LOSSES  (Valuation  Reserve)  Thousands  of  dollars 

1.  Balance  beginning  of  period  . ..  >,??'. :.../..,. :..'.-•-■ 7X '...,: 

'    '  .>>..:■;../. /. .-;>.-...«.<. 


2.  Recoveries  credited  to  reserve *:: ..  .>.,.. 

3.  Changes  incident  to  mergers  and  at^orptions 

4.  Proviskxi  (or  possible  loan  losses  (must  equal  Item  2j  of  Section  A) . . 

&  LjOsses  charged  to  reserve  .  .'.»t-»\^  .  >.. ;  v. . ,  ^  . . 

A  Balance  end  ol  period  (mu3<  equal  SubitemSb  of  Report  of  Condition) 


S6£ 


550   )XXX 


til 


XXX 


XXX 


SECTION  D— OTHER         \  > 
OPERATING  INCOME  ■  ^-^' 


<. 


V 


Other  income 
t.  Trading  account  income. 

Net :...."l 

8.  Equity  in  net  income  (loss)  ■' 
ol  unconsolidated 
subsidiaries  and 
sssociated  companies  .... 
3.  All  other:  (itemize  amounts  over 
25%  of  Item  4  betow) 


4.  Toral  (must  equal  Section 
A,  Item  Im) 


Thousands  of  dollars 


1 

0  Ixxxixxl 

'n. 

1                0  Ixxxixxl 

SECTION  E— OTHER 
OPERATING  EXPENSES 

Other  expanses 

1 .  Minority  interest  in  consolidated    Thousands  of  dollars 
subsidiaries | 0      Ixxxixxl 

2.  All  other  (itemize  amounts  over 
25%  ol  item  3  below) 


113  Ixxxixxl 
113  Ixxxixxl 


3.  Total  (must  equal  Section 
A.  Item  2k) 


181    Ixxxlng 


iBi    Ixxxixri 
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OF  BANK:       TVip    r^lhoiin    Fi  r-'H-    Ma-t-ioi^l     R^nk 

>  Figures  in  Sections  B  through  F  are  to  be  Year  to  Date 
SECTION  B— CHANGES  IN  EQUITY  CAPITAL 


.CHARTER  NUMBER:       75iUq 


/^^Y 


A. 

B. 

C. 

D. 

E. 

Preferred 

Common 

Surplus 

Undivided 

Tolal 

(Indicats  decr«asM 

stodi 

slock 

profiis  and 

equity 

andknua 

capital 

capital 

ki  pafanthea*^ 

(Par  value) 

(Par  value) 

reserves 

1.  Balance  beginning 
of  period 


Thousands  ol  doUara 

0  Ixxxixxl  1  ^275  Ixxxixxl    i.350lxxx|xx|       115  |xxxl)0(l   2,7ti"d"lxxxlxxl    1 
I         71  Ixxxixxl  71  |xxx|xx|   2 


0  Ixxxixxl 


fi  Ixxxixxl 


0  Ixxxixxl  0  Ixxxixxl 


0  Ixxxixxl     3 


0  Ixxxixxl 


0  Ixxxixxl 


olxxxjxxl 


0  Ixxxixxl 


0  Ixxxixxl     4 


2.  Net  income  (loss) 

3.  Sale,  conversion, 
acquisition  or 
retirement  of  capital  ■ . .  I 

4.  Changes  incident  to 
mergers  and 
absorptions 1 

5.  Cash  dividends  ;"  •  ^^  / 

declared  on  common  .-     ,"•-.    ""'s      j'  ^ ^____^ 

stock :..^.J.J...J:^X      i3-?)lxxxix>K       i33)lxxxlxxi   s 

6.  Cash  dividends  "     ^     ./     /  /  ^j 

declared  on  preferred  .  -'<  ,^»'     /  ■'  ,___, 

slock .X...:......v,- ■-:/ IC       '   0)lxxx|xxK  0)lxxx|xxl   6 

7    Stock  dividoods  ^ z- "^,    '  -  -**  * ''-  
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Mote  ■  ^     <    12JUU9> 

i ,.. Second . Paragraph ,    1975  Annual  Report  "•-      ■        -J 

2.-See-'?Statenient3   of  Stockholders'    Investment,        -^ 

9.  Balance  end  of  1975    Annual   Report"  .       ,     .       '  '.    ". 
I            0  Ixxxixxl    i,275lxxxixxi     i.sSClxxxfxxT 


period 


(2  Ixxxixxl     2,62  3  Ixxxixxl    9 


SECTION  C— RESERVE  FOR  POSSIBLE  LOAN  LOSSES  (Valuation  Reserve)  Thousands  ot  doiiara 


1.  Balance  beginning  of  period  .. 

2.  Recoveries  credited  to  reserve 

3.  Changes  incidont  to  mergers  and  absorptions  "x^' .....'....*.. 

*.  Provision  for  possible  kian  losses  (must^equal  Item  2j  of  Secfion  A>  ..'...  i 

S  Losses  charged  to  reserve  .  '.''.  ---i,^  ■  >-,  ■■■■■ ,-•  •  •  •  ■  • ■% 

e.  Balance  end  of  period  (must  equal  Subilem  90  of  Report  o<  Conditkin)  . . . 

SECTION  D— OTHER      XjS 
OPERATING  INCOME    '— ^^ 

Other  inooni* 
1 .  Trading  account  inconie, 


.J 


73 


313 


XXX 


M    3 

wl  4 
5 
6 


<v. 


Net 


Thousands  of  dollara 
..|~         ■:       0  Ixxxixxl 


2.  Equity  in  net  income  (loss) 
of  unconsolkJaled 

subsidiaries  and  

associated  companies  I 

3.  All  other:  (itemize  amounts  over 

25%  of  Hem  4  betow) 

Safe   Deposit 1.1 

Gain  on   Sale  of  Assets      5 


SECTION  E— OTHER 
OPERATING  EXPENSES 

/         Other  expenses 

1 .  Minority  interest  in  consolidated    Thousands  of  dollars 
subskJiaries | Q_ 

2.  All  other:  (itemize  amounts  over 
25%  of  item  3  bekw) 


Ixxxixxl 


0  Ixxxixxl 


•C 


19  Ixxxixxl 


3.  Total  (must  equal  Section 
A.  Item  2k) 


435     IXXXlxg 


tt35    Ixxxliog 


4.  Total  (must  equal  Section  ^ 

A,  Item  1m) L 


18    Ixxxixxl 
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^':' Mr.  '  or  Mrs.  Lucius  Gilreath    ! 

h3 

1 

:■-,  M.  C.  'Gilreath               1 

j  r?5 

1 

3=-:  Robert!  Goble,  Jr.  or  Robert  Goble 

\  ?' 

i  l|32 

i 

^' .   Ben  Goldman                   1 

1 

10^0 

1 

■  i  Frances  Goldman               1 

1020 

1 

i 

23 :,  James  !;E.  Graham               1 

2b8 

1 

! 
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:;  Michael  L.  Holland           j 

1 

I  '  5 

1  1 

i 

4 
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U.  J.  ;jarrard 

35 

7 

1 

1  i 

11 
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IW 

1 

1 

Lillie  Rae  Moss 

liif 

i 
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1976  ANNUAL  REPORT 


THE  CALHOUN  FIRST  NATIONAL  BANK 

CALHOUN.    GEORGIA     30701 


i 


riNANCIAL  HIGHLIGHTS 
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I 


AT  THE  YEAR  END 

1976 

1975 

Total  Assets 

$54,167,000 

$52,527,000 

Deposits 

49,053,000 

47,794.000 

Loans 

32.337,000 

33,210,000 

Capital  Funds 

3,086,000 

2,810,000 

TOTAL  FOR  THE  YEAR 

Total  Operating  Inco 

me 

$  4,425.000 

$  4,287,000 

Total  Operating  Expense 

4,019,000 

4,531 ,000 

Income  (Loss)  Before 
Taxes,  Securities  Ga 
Extraordinary  Item 

Income 
ins  and 

406,000 

(244,000) 

Net  Income  (Loss) 

280,000 

(121,000) 

Earnings  (Loss)  per 

Share 

.53 

(.24) 
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PRESIDENT'S  MESSAGE 


It  is  a  distinct  pleasure  to  present  you  this  annual  report  for  1976 
reflecting  the  results  of  the  efforts  of  a  dedicated  staff  to  accomplish 
a  complete  turnaround  from  the  economic  difficulties  which  beset  us  the 
two  previous  years.   Your  Bank  set  definite  goals  at  the  beginning  of  the 
year  to  increase  operating  income  and  cut  expenses  and  the  figures  pre- 
sented here  will  show  that  these  goals  were  met. 

Loan  demand  continued  to  be  weak  throughout  the  banking  community 
during  1976  as  both  individuals  and  businesses  rebuilt  the  liquidity 
which  almost  disappeared  in  1974.   Unemployment  continued  to  be  a  problem 
throughout  the  year  and  this  continued  to  cause  some  loan  loss  problems 
in  consumer  type  loans.   At  the  present  time  we  foresee  an  improvement  in 
both  of  these  situations  and  feel  that  such  a  turn  will  be  much  help  to 
the  Bank  in  1977. 

In  September  of  1976  we  joined  with  several  other  regional  banks  and 
formed  a  computer  service  corporation  which  is  off  to  a  very  good  start. 
This  joint  venture  will  aid  us  in  offering  more  and  better  services  to 
our  customers  while  reducing  our  data  processing  expense.   Throughout  the 
year  we  have  markedly  increased  our  staff  training  programs  and  we  are 
beginning  to  see  the  results  of  this  effort  throughout  our  operations. 

I  cun  sure  that  each  of  you  share  our  pride  in  the  selection  of  our 
Board  Chairman,  Mr.  Bert  Lance,  as  the  Director  of  the  Office  of  Manage- 
ment and  Budget.  We  feel  that  the  newly  elected  President  has  made  an 
excellent  choice  for  this  position  of  high  responsibility  and  that  The 
Calhoun  First  National  Bank  should  be  justly  proud  to  have  such  a  dis- 
tinguished alumnus. 

The  opportunities  ahead  are  a  source  of  challenge  and  satisfaction 
to  your  directors  and  staff  and  I  am  sure  that  they  join  me  in  acknowl- 
edging your  enthusiasm  and  support  in  meeting  them. 

Sincerely, 

Y.A.  Henderson,  q^ 


^■l- 
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STATEMENTS  OF  FINANCIAL  CONDITION 


FOR  THE  YEARS  ENDED  DECEMBER  31,  1976  AND  1975 


CASH  AND  DUE  FROM  BANKS 
INTEREST-BEARING  BALANCES  WITH  BANKS 
1  and  4): 


U.  S.  Gov 


otes 


nt  age 


State 

Other,  including  Federal  Reserve 
of  $80,000  in  1976  and  $79,000 


LOANS,  net  of  unearned  interest  of 
$1,322,000  in  1976  and  $1,287,000 
1975  (Notes  1  and  5) 


PREPAID  INCOME  TAXES  (Notes  1  and  6) 
OTHER  ASSETS  (Notes  1  and  B) 


$  4,176,000 
800,000 


8.971 .000 

500.000 

2.255.000 


164, 

,000 

11 .890 

.000 

1.190 

.000 

32,749.000 
412.000 


32 

.337 

,000 

1 

,834 

,000 

622 

,000 

1 

,318 

,000 

$54,167,000 


$    5.053.000 
200.000 


6.334.000 
500.000 
968.000 


7.969,000 
2,000.000 


411 .000 
33.210.000 

1 .905.000 


LIABILITIES  AND  SHAREHOLDERS'  INVESTMENT 


$19,202,000 
9,886,000 
19,965,000 


$17,560,000 
10.449,000 
19,785,000 


Total  deposits 


ACCRUED  INTEREST  AND  OTHER  PAYABLES 
DEFERRED  INCOME  TAXES  (Notes  1  and  6) 

CAPITAL  NOTES  (Notes  2  and  3) 


49,581 ,000     48,217.000 
1 .500.000      1 .500.000 


CONTINGENCIES  (Note  8) 
SHAREHOLDERS'  INVESTMENT  (Note  2): 


1 .318.000 

1 .350.000 

418.000 


1 .315,000 

1 ,350,000 

145,000 

2,810,000 

$52,527,000 


The  accompanying  note 


$54,167,000 
re  an  integral  part  of  these  statement 


yimmumumss^sfit^wKSEsmai^^^^^.^'^&wmssssssmmi 
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STATEMENTS  OF  INCOME 


FOR  THE  YEARS  ENDED  DECEMBER  31,  1976  AND  1975 


INTEREST,  DIVIDENDS  AND  FEES  ON  LOANS 
AND  INVESTMENT  SECURITIES: 
Loans 

U.  5.  Government  securities 
States  and  political  subdivisions 
Federal  funds  sold 
Bal ances  with  banks 
Other 

COST  OF  FUNDS,  principally  interest  on: 
Deposi  ts 

Subordinated  notes 
Federal  funds  purchased 

Net  margin  on  funds 
Less  -  provision  for  possible  loan 
1 osses  (Note  1  ) 

Margin  on  earning  assets 

OTHER  FEES  AND  INCOME: 
Trust  services 

Service  charges  on  deposit  accounts 
Other 


OPERATING  EXPENSES: 

Salaries  and  employee  benefits 

Occupancy  expense 

Other 


INCOME  TAX  PROVISION  (CREDIT) 


$3,322,000 

602,000 

47,000 

69,000 

45,000 

9,000 

4.094,000 

1  ,800,000 

127,000 

1  ,000 

1  ,928,000 

2,166,000 

252,000 


31 .000 
180,000 
120,000 


943,000 

331 ,000 

565,000 

r,839,000 

406,000 

156,000 


$3,491 ,000 

354,000 

35,000 

51 ,000 


3.931  ,000" 


40,000 

185,000 

Ijl ,000 

rT622,000 


961 ,000 

356,000 

549.000 

1  .866. OOP' 

(244.000) 

(123,000) 


SECURITIES  GAINS,  after  applicable  income 
taxes  of  $4,000 


INCOME  (LOSS)  BEFORE  EXTRAORDINARY  ITEM 


EXTRAORDINARY  ITEM.  UTILIZATION  OF  NET 
OPERATING  LOSS  CARRYFORWARD  (Note  6) 


NET  INCOME  (LOSS) 


5,000 


(121  ,000) 


255,000    (121.000) 
25.000 


$   280,000   $  (121  ,000) 


EARNINGS  (LOSS)  PER  SHARE,  based  on  weighted 
average  shares  outstanding  during  the  year 
(526,566  shares  in  1976  and  510,000  1n  1975): 
Income  (loss)  before  securities  gains 

and  extraordinary  item 
Securi  ties  gains 
Extraordinary  item  (Note  6) 
Net  income  (loss) 


$                .47      $ 
.01 
.05 

(.24) 

$                .53      $_ 

(.24) 

The  accompanying  notes  are  an  integral  part  of  these  statements. 


rmam 


mm 
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STATEMBNTS  OF  SHAREHOLDERS'  INVESTMENT 


FOR  THE  YEARS  ENDED  DECEMBER  31,  1976  AND  1975 


^^ 


BALANCE,  January  1 ,  1975 
Sale  of  common  stock 
Net  loss 
Cash  dividends  ($.18  per  share) 

BALANCE,  December  31 ,  1975 

Sale  of  common  stock,  net  of 

expenses  of  $10,000 
Net  Income 
Cash  dividends  ($.05  per  share) 

BALANCE,  December  31,  1976 


Common 

Stock 

Surpl us 
$1 ,350,000 

Undivided 
Profits 

Shares 

Amount 

510,000 
16,000 

$1  ,275.000 
40.000 

(Note    2) 

$  (2,000) 
360,000 

(121.000) 
(92,000) 

526,000 
1,313 

1,315,000 
3,000 

1  ,350,000 

145,000 

19,000 
280.000 
(26,000) 

527,313 

$1  ,318,000 

$1 ,350,000 

$418,000 

The  accompanying  notes  are  an  Integral  part  of  these  statements. 
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STATEMBNTS  Of  CHANGES  IN  FINANCIAL  POSITION 


FOR  THE  YEARS  ENDED  0£CE«ER  31,  1976  AND  1975 


SOURCE  OF  FUNDS: 
Operations- 
Net  incone  (loss)  before  extraordinary  1  ten 
Items  not  requiring  (providing) 
funds  in  the  current  period- 
Provision  for  possible  loan 

losses,  net  of  charge-offs 
Depreciation  and  anortization 
Deferred  incone  taxes 


Extraordinary  iten  (Note  6) 


Sale  of  capital  stock 

Increase  in  deposits  and  accrued  interest 

Decreases  in- 

Loans 

Federal  funds  sold 

Cash  and  due  from  banlis 

Other  assets  and  liabilities 


$ 

255,000 

$ 

(121.000) 

_ 

1,000 

98,000 

127,000. 

461.000 

98,000 
85,000 
75,000 
137.000 

25,000 
50«,000 

. 

137,000 

1 

22.000 
,289,000 

400,000 
701,000 

872,000 
810,000 
277.000 
198,000 

,974,000 

4 

.951.000 

S3 

ie 

.189,000 

USE  OF  FUNDS: 

Cash  dividends 

Purchase  of  Investment  securities, 
net  of  maturities 

Property  additions 

Increase  in- 
Federal  funds  sold 
Loans 
Other  assets  and  liabilities 


2,266,000 
65,000 

2,000,000 

496,000 

1,270,000 

$6,189,000 


The  accompanying  notes  are  an  Integral  part  of  these  statements. 
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NOTES  TO  FINANCIAL  STATEfAENTS 

AS  OF  DECEMBER  31,  1976  AND  DECEMBER  31,  1975 


ACCOUNTING  AND  REPORTING  POLICIES: 

The  accounting  and  financial  reporting  policies  of  The  Calhoun 
First  National  Bank  conform  generally  to  the  predominant 
practices  in  the  banking  industry  and  are  based  on  generally 
accepted  accounting  principles.   The  following  is  a  descrip- 
tion of  the  more  significant  policies. 

Revenues  and  Expenses- 

Substantial ly  a  1 1  revenues  and  expenses  are  recognized  on 
the  accrual  basis  of  accounting.   Although  the  cash 
basis  of  accounting  is  used  to  recognize  certain  revenues 
and  expenses,  principally  trust  and  loan  fees,  there 
would  be  no  significant  effect  on  net  income  if  the 
accrual  basis  were  used.   Interest  income  on  installment 
loans  is  deferred  and  subsequently  credited  to  income 
using  the  Rule  of  78's  method.   Interest  on  other  loans 
is  accrued  unless, in  the  opinion  of  management,  such 
interest  will  not  be  collected. 

Investment  Securities- 

Investment  securities  are  carried  at  cost  adjusted  for 
amortization  of  premiums  and  accretion  of  discounts. 
Gains  and  losses  are  determined  on  the  specific  identifi- 
cation method.   No  provision  is  made  in  the  accounts  for 
declines  In  market  value  below  cost  since  the  Bank 
generally  intends  to  hold  Investments  to  their  maturity. 

Bank  Premises,  Furniture  and  Eguipment- 

Bank  premises  and  furniture  and  equipment  owned  by  the 
Bank  are  stated  at  cost  less  accumulated  depreciation. 
For  financial  reporting  purposes,  depreciation  is  pro- 
vided using  the  straight-line  method  over  the  estimated 
useful  lives  of  the  assets.   Accelerated  depreciation 
methods  are  generally  used  for  income  tax  purposes. 
Routine  maintenance  and  repairs  are  charged  to  operating 
expenses  as  incurred. 

Other  Real  Estate- 

At  December  31 ,  1976  and  1975,  respectively,  other  assets 
include  $106,000  and  $127,000  of  properties  ac()utred 
through  foreclosure.   Such  properties  are  carried  at  the 
lower  of  outstanding  loan  balance  or  estimated  market 
value. 


effects  of  transactions  are  recognized  in  the 
year  In  which  they  affect  income  regardless  of  when 
the  taxes  are  actually  paid.   Investment  credits  are 
recognized  using  the  flow-through  method  whereby  the 
credit  reduces  income  tax  expense  in  the  year  in  which 
the  credit  is  realized  for  Income  tax  reporting  purposes. 

Reserve  for  Possible  Loan  Losses- 

The  provision  for  possible  loan  losses  is  determined  on 
the  basis  of  actual  loan  loss  experience  and  management's 
evaluation  of  the  overall  loan  portfolio  relative  to  the 
economic  conditions  existing  at  the  time. 
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SHAREHOLDERS'  INVESTMENT: 

The  authorized  capital  stock  of  the  Bank  consists  of  550,000 
shares  of  $2.50  par  value  common  stock,  of  which  527,313 
shares  were  outstanding  at  December  31,  1976,  and  526,000 
were  outstanding  at  December  31,  1975.   No  preemptive  rights 
exist  with  respect  to  the  authorized  but  unissued  common  stock. 


or  accounting  purposes,  the  Bank  has  credited  undivided  pro 
for  the  excess  of  proceeds  from  sale  of  its  stock  over  par 
value  of  the  stock  sold  in  accordance  with  regulatory  auth 
approval.  From  time  to  time,  amounts  have  been  appropriat 
capital  stock  in  connection  with  stock  dividends  and  to  su 
to  maintain  approximately  the  $1  capital  stock  to  $1  surpl 
ratio  required  by  bank  regulatory  authorities.  Accordingl 
December  31,  1976,  undivided  profits  available  for  cash  di 
amounted  to  approximately  $325,000,  subject  to  the  restric 
imposed  by  the  capital  note  agreement,  explained  further  i 
following  paragraph. 


fits 

ori  ty 

ed  to 

plus 


vidends 
t  i  0  n  s 
n  the 


Under  the  terms  of  the  capital  note  agreement  {see  Note  3) 
aggregate  dividends  (other  than  stock  dividends)  since 
December  1,  1973,  cannot  exceed  net  income  after  that  date. 
As  of  December  31,  1976,  the  Bank  will  have  to  realize  net 
income  in  future  periods  of  $129,000  before  cash  dividends 
may  be  paid  unless  a  waiver  of  this  provision  can  be  obtained. 
Similar  restrictions  existed  in  1976;  however  the  Bank 
obtained  a  waiver  from  the  note  holder  of  this  section  of  the 
capital  note  agreement  allowing  the  payment  of  dividends  in 
the  amount  of  $26,000. 
CAPITAL  NOTES:  " 

In  1973,  the  Bank  issued  $1,500,000  of  8-1/2%  capital  notes. 
Terms  of  the  note  agreement  call  for  annual  payments  of 
interest  only  through  1980  and  payments  of  $195,000  (including 
principal  and  interest)  each  year  thereafter  through  1993.   The 
notes  may  be  prepaid  at  any  time  subsequent  to  1984  subject  to 
a  prepayment  penalty  of  8%  of  prepaid  amounts  decreasing  to 
none  in  1992. 

Under  this  agreement  the  Bank  is,  among  other  things,  (1) 

restricted  from  assuming  funded  debt  or  entering  into  long-term 
real  property  leases  without  prior  approval;  (2)  limited  as  to 
the  payment  of  dividends  (other  than  stock  dividends)  to 
cumulative  net  income  since  December,  1973  (see  Note  2);  and 
(3)  restricted  from  repurchasing  its  capital  stock  if  the 
effect  of  such  repurchase  would  be  to  reduce  capital  (as  defined) 
to  less  than  $2,000,000. 

INVESTMENT  SECURITIES: 

The  carrying  value  and  related  market  value  of  investment  securities 
at  December  31,  1976  and  1975  were  as  follows: 


U.  S.  Treasury 

bills  and  notes   $  8,971,000   $9,175,000   $6,334,000   $6,342,000 

U.  S.  Government 
agencies  and 
corpora ti  ons 


500,000     500,000     500,000     500,000 


States  and  other 
pol 1 tical 
subdivisions       2,255,000    2,301,000     968,000     920,000 

Other  164.000     130,000     167,000     129,000 

$11,890,000  $12,106,000   $7,969,000   $7,891 ,000 
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.    S.  Treasury  bills  and  notes 

Within  1  year  $  5,473,000 

After  1  but  within  5  1,235,000 

After  5  but  within  10  2,263,000 


_8_ 

.971 ,000 

U.  S.  Gc 
Withir 

vernment  age 
1  year 

ici 

es 

nd  corpc 

ratio 
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500,000 

States  and  other  pol 
Within  1  year 
After  1  but  within 
After  5  but  within 
After  10 

ti 

5 
10 
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subdiv 

i  sions 
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121  ,000 
489,000 
188,000 
,457,000 
,255,000 

Other 
Within 
After 
After 
After 

1  year 
1  but  within 
5  but  within 
10 

5 
10 

$Tr 

2,000 

60,000 

13,000 

89,000 

164,000 

890,000 

At  December  31,  1976  and  1975,  securities  carried  at  approximately 
$4,066,000  and  $5,409,000,  respectively,  were  pledged  to  secure 
public  funds,  trust  balances  and  other  balances  as  required  by 


The  composition  of  the  Bank's  loan  portfolio  at  December  31,  1976 
and  1975,  was  as  follows: 


Commercial  and  industrial  loans  $24,907,000  $26,452,000 

Consumer  installment  loans  9,087,000  8,206,000 

Loans  to  real  estate  investment 

trusts  77,000  250,000 


Total  loans  34,071,000   34,908,000 

Less- 
Unearned  discount  1,322,000    1,287,000 
Reserve  for  possible  loan 


losses  (Note  1 ) 


$32,337,000  $33,210,000 


The  Bank  has  from  time  to  time  made  loans  to  officers  and  directors 
or  their  families  or  to  companies  with  which  they  are    affiliated. 
These  parties  also  maintain  deposit  relationships  with  the  Bank. 
Such  loans  are  made  at  rates  and  terms  similar  to  those  made  to 
unaffiliated  borrowers.   At  December  31,  1976,  the  total  of  such 
loans  was  approximately  6%  of  outstanding  loans. 

At  December  31,  1976,  loans  totaling  $305,000  are  pledged  to  secure 
public  funds  on  deposit  at  the  Bank. 
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Transactions  in  the  reserve  for  possible  loan  losses  fo 
ended  December  31,  1976  and  1975,  are  as  follows 


BALANCE,  beginning  of  year 

Add  (deduct)- 

Provision  for  possible  loan 

losses 
Loans  charged  off 
Recoveries  on  loans 

previously  charged  off 

BALANCE ,  end  of  year 


losses    for    tl 
lows  : 

le   years 

1976 

1975 

i        411 ,000   $ 

313,000 

252,000 
(297,000) 

566,000 
(550,000) 

46,000 

82,000 

!        412,000   $ 

411,000 

INCOME  TAXES: 

The  current  and  deferred  amounts  of  the  provision  for  income  taxes 
for  the  years  ended  December  31,  1976  and  1975,  were  as  follows; 


Currently  payable  (refundable) 
Deferred 


29,000  $   (198,000) 


127,000      75,000 
$    156,000  $   (123,000) 


Deferred  taxes  result  from  the  following  timing  differences  in 
recording  revenues  and  expenses  for  financial  reporting  purposes 
and  income  tax  reporting  purposes: 


Excess  of  book  under  (over)  tax 
provision  for  possible  loan 
1 osses 

Excess  of  tax  over  book  depreciation 

Amortization  of  adjustment  from  a  change 
to  the  accrual  method  for  income  tax 
reporting  purposes  (being  amortized 
over  10  years  ending  in  1982) 

Accrued  Interest  and  other 


$    50,000  i      (132,000) 
10,000      15,000 


81  ,000      81 ,000 
(14,000)     1-1 1  ,000 


The  provision  (credit)  for  income  taxes  is  less  than  the  amount  which 
would  be  computed  by  applying  the  Federal  income  tax  rate  of  48% 
to  income  (loss)  before  income  taxes.   A  reconciliation  of  this 
difference  Is  as  follows: 


Expected  Income  tax  provision  (credit) 

Tax  exempt  Interest 

Other 

Provision  (credit)  recorded 


1976 


1975 


$    195,000  $  (117,000) 

(48,000)  (41,000) 

9,000  35.000 

$    156,000  $  (123,000) 
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Prepaid  income  taxes  represent  primarily  the  tax  effect  of  the 
cumulative  difference  in  1973  of  the  change  from  reporting  for 
income  tax  purposes  on  a  cash  basis  to  the  accrual  method,  and 
reduces  income  taxes  otherwise  due  through  1982.   The  Bank 
recognized  the  difference  in  prior  years  and  future  amortization 
of  prepaid  tax  benefits  will  not  affect  the  tax  provision  for 
financial  reporting  purposes. 

After  utilization  of  all  available  carrybacks  resulting  from  the 
net  operating  loss  incurred  in  1975,  the  Bank  had  a  net  tax 
carryover  benefit  of  $25,000  to  be  applied  against  future  tax 
liabilities.   At  December  31,  1976,  this  amount  has  been  used 
in  full  and  has  been  reported  as  an  extraordinary  item  in  the 
statement  of  income. 

7.  PENSION  PLAN: 

The  Bank  has  a  noncontributory  pension  plan  for  substantially  all 
of  its  full-time  employees.   The  Bank's  policy  is  to  fund  each 
year's  accrued  costs  under  the  plan,  including  amortization  of 
past  service  costs  over  a  30-year  period.   At  September  30,  1976 
(date  of  most  recent  actuarial  study),  unfunded  past  service  costs 
amounted  to  $78,000.   At  September  30,  1976  (fiscal  year-end  of 
the  plan),  the  actuarially  computed  liability  for  vested  benefits 
exceeded  the  market  value  of  plan  assets  by  $100,000. 

Pension  expense  for  the  years  ended  December  31,  1976  and  1975, 
amounted  to  $37,000  and  $30,000,  respectively. 

8.  PENDING  INSURANCE  CLAIM: 

Included  in  other  assets  at  December  31,  1976  and  1975  are 
approximately  $900,000  of  loans,  which  are  the  result  of 
the  Bank  uncovering  certain  misappropriations  in  1975.  In 
connection  therewith,  a  complete  investigation  was  made 
which  resulted  in  (a)  the  filing  of  a  claim  by  the  Bank 
against  the  insurance  carrier  under  the  terms  of  its  blanket 
bond  for  $994,000,  and  (b)  the  dismissal  of  a  former  officer 
who  subsequently  pleaded  guilty  and  was  convicted  of  various 
criminal  charges. 

The  Bank  is  presently  negotiating  a  settlement  with  their 

insurance  carrier  whereby  the  Bank  would  receive  immediately 
a  partial  cash  settlement  and  all  rights  to  pursue  collection 
against  third  parties,  including  taking  title  to  collateral. 
The  Bank  intends  to  aggressively  pursue  collection  of  these 
loans  and  has  established  reserves  for  possible  losses  which, 
in  the  opinion  of  management,  are  adequate  to  provide  for 
amounts  which  will  not  be  realized  either  from  the  insuror  or 
others. 
9.  BANK  PREMISES,  EQUIPMENT,  FURNITURE  AND  FIXTURES: 

The  cost,  related  reserves  for  depreciation  and  net  book  value  of 
the  Bank's  fixed  asset  categories  is  summarized  below: 


Bank  premises  (including 


Reserve  for 
Depreciation 


land  of  $266,000)  $  1,761,000  $    315.000  $  1,446,000 

jrniture  and  equipment  708,000     320,000     388,000 

$  2,469,000  $   635,000  $  1,834,000 


Depreciation  expense  for  1976  and  1975,  respectively,  was  $41,000 
and  $49,000  for  bank  premises, and  $57,000  and  $36,000  for  furni- 
ture and  equipment. 
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DEHANO  DEPOSITS: 

The  cosposltlon  of  the  Bank's  denand  deposit  accounts  is  as 
fol lows: 


Individuals 

Corporations  and  other  profit 

organizations 
U.  S.  Governnent,  states  and 

other  political  subdivisions 
CoBBerclal  banks 

Certified  and  officer's  checks,  etc. 
Total  denand  deposits 


$  9,495.000  t  9,269,000 

7,063,000  5,955,000 

1,885,000  1,598,000 

487,000  564,000 

272,000  174,000 

$15,JoJ,ooO  $17.5«0  060 


At  Decenber  31,  1976  and  1975,  other  tiae  deposits  in  excess  of 
S100,000  anounted  to  $7,640,000  and  $10,376,000,  respectively. 

INVESTMENT  IN  UNCONSOLIDATED  SUBSIDIARY: 

During  1976,  the  Bank  and  certain  other  banks  established  a 
corporation  which  provides  data  processing  services  to  the 
participants.   The  Bank's  investment  in  the  corporation 
(a  31t  ownership)  is  accounted  for  using  the  equity  method. 
For  the  year  ended  Deceiiber  31,  1976,  $20,000  was  Incurred  for 
services  by  the  corporation  and  $4,000  was  received  as  rental 
incoae  from  the  corporation. 


595 


Arthur  Andersen  &  Co. 

Atlanta.  Georgia 


To  the  Shareholders  of 

The  Calhoun  First  National  Bank: 

We  have  examined  the  statements  of  financial  condition  of 
The  Calhoun  First  National  Bank  (a  national  banking  association)  as  of 
December  31 »  1976  and  1975,  and  the  related  statements  of  income, 
shareholders'  investment  and  changes  in  financial  position  for  the 
years  then  ended.   Our  examination  was  made  in  accordance  with 
generally  accepted  auditing  standards,  and  accordingly  included  such 
tests  of  the  accounting  records  and  such  other  auditing  procedures  as 
we  considered  necessary  in  the  circumstances. 

In  our  opinion,  the  accompanying  financial  statements 
present  fairly  the  financial  position  of  The  Calhoun  First  National 
Bank  as  of  December  31,  1976  and  1975,  and  the  results  of  its 
operations  and  the  changes  in  Its  financial  position  for  the  years 
then  ended,  in  conformity  with  generally  accepted  accounting 
principles  consistently  applied  during  the  periods. 


tLc^eS....^  (J-.i2ie,>.>j^^(!<.. 


Atlanta,  Georgia, 
January  28,  1977. 


-440  O-  77  -pt.2  -  15 
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Vice  President  &  Business 
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Charles  Mitchell 

Asst    Loan  Operations  Officer 
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Arthur  Andersen  Sc  Co. 

Atlanta,  Georgia 


To  the  Stockholders  of 

The  Calhoun  First  National  Bank: 

We  have  examined  the  statement  of  condition  of  The  Calhoun 
First  National  Bank  (a  national  banking  association)  as  of 
December  31,  1975,  and  the  related  statements  of  income,  stockholders' 
investment  and  changes  in  financial  position  for  the  year  then  ended. 
Our  examination  was  made  in  accordance  with  generally  accepted 
auditing  standards,  and  accordingly  included  such  tests  of  the 
accounting  records  and  such  other  auditing  procedures  as  we  considered 
necessary  in  the  circumstances. 

In  our  opinion,  the  accompanying  financial  statements 
present  fairly  the  financial  position  of  The  Calhoun  First  National 
Bank  as  of  December  31,  1975,  and  the  results  of  its  operations  and 
the  changes  in  its  financial  position  for  the  year  then  ended,  in 
conformity  with  generally  accepted  accounting  principles  applied  on  a 
basis  consistent  with  that  of  the  preceding  year. 


(j-CXX^-^ V>L-SiLKA^2W^U). 


Atlanta,  Georgia, 
February  11,  1976. 
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THE  CALHOUN  FIRST  NATIONAL  BANK 


STATEMENTS  OF  INCOME 
FOR  THE  YEARS  ENDED  DECEMBER  31>  1975  AND  197A 


1975 


197-4 


( Unaudited ) 


INTEREST  AND  FEES  ON  LOANS  AND 
INVESTMENT  SECURITIES: 
Loans 

U.  S.  Government  Securities 
States  and  political  subdivisions 
Federal  funds  sold 


COST  OF  FUNDS,  principally  interest  on: 
Deposits 

Subordinated  notes 
Federal  funds  purchased 


Net  margin  on  funds 
Less-  Provision  for  possible  loan 
losses  ( Note  1 ) 

Margin  on  earning  assets 

OTHER  FEES  AND  INCOME: 
Trust  services 

Service  charges  on  deposit  accounts 
Other 


OPERATING  EXPENSES: 

Salaries  and  employee  benefits 

Occupancy  expense 

Other 


INCOME  (LOSS)  BEFORE  INCOME  TAXES 

INCOME  TAX  (PROVISION)  CREDIT 

NET  INCOME  (LOSS) 

EARNINGS  (LOSS)  PER  SHARE,  based  on 
weighted  average  shares  outstanding 
during  the  year  (510,000  shares  in 
1975  and  1974)  --  (Note  1) 


$3,491,000    $3,414,000 


354,000 
35,000 
51,000 

3,931,000 


1,963,000 

127,000 

9,000 

2,099,000 

1,832,000 

566,000 

1,266,000 


40,000 
185,000 
131,000 

1,622,000 


874,000 
356,000 
636,000 

1,866,000 

( 244,000) 

123,000 


445,000 
37,000 
16,000 

3,912,000 


1,808,000 
128,000 
206,000 

2,142,000 

1,770,000 

220,000 

1, 550,000 


43,000 

188,000 

89,000 

1,870,000 


834,000 
324,000 
636,000 

1,794,000 

76,000 

( 5,000) 


$  (121,000)   $    71,000 


.24 


$.14 


The  accompanying  notes  are  an  integral 
part  of  these  statements. 
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THE  CALHOUN  FIRST  NATIONAL  BANK 


STATEMENTS  OF  CHANGES  IN  FINANCIAL  POSITION 
FOR  THE  YEARS  ENDED  DECEMBER  31,  1975  AND  1974 


SOURCE  OF  FUNDS: 
Operations- 
Net  Income  ( loss  ) 
Items  not  requiring  (providing) 
funds  in  the  current  period- 
Provision  for  possible  loan 
losses,  net  of  charge-offs 
(Note  A) 
Depreciation  and  amortization 
Deferred  income  taxes 


Sale  of  capital  stock 

Matured  investment  securities,  net 
of  purchases 

Increase  in  deposits  and  accrued  interest 

Decreases  in- 
Other  assets  and  liabilities 
Cash  and  due  from  banks 


USE  OF  FUNDS: 

Cash  dividends 

Purchase  of  investment  securities, 
net  of  maturities 

Property  additions 

Increases  in- 
Federal  funds  sold 
Loans 

Other  assets  and  liabilities 
Cash  and  due  from  banks 

Decrease  in  deposits  and  accrued 
interest 


1975  1974 

( Unaudited  ) 


(121,000)   $    71,000 


98,000 
85,000 
75,000 


137,000 
400,000 


701,000 


2,266,000 
65,000 


2,000,000 

496,000 

1,270,000 


154,000 

77,000 

(40,000) 


262,000 

4,624,000 

826,000 


4,951,000 
56,189,000    $5,712,000 


92,000    $   133,000 
48,000 


1,455,000 
3,205,000 
871,000 
6,189,000    $5,712,000 


The  accompanying  notes  are  an  integral 
part  of  these  financial  statements. 
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THE  CALHOUN  FIRST  NATIONAL  BANK 


NOTES  TO  FINANCIAL  STATEMENTS 

FOR  THE  YEARS  ENDED  DECEMBER  31,  1975  AND  197^ 

(Information  with  respect  to  1974  has  not  been 
examined  by  independent  public  accountants) 


SUMMARY  OF  SIGNIFICANT  ACCOUNTING  AND  REPORTING  POLICIES: 
The  accompanying  financial  statements  for  the  year  ended 

December  31,  1975,  represent  the  first  financial  statements  of 
the  Bank  examined  and  reported  on  by  independent  public 
accountants.   Prior  to  that  time  principal  reliance  was  placed 
on  internal  examinations  and  examinations  by  regulatory 
authorities.   Certain  adjustments  (as  further  explained  in 
Note  2)  have  been  made  to  previously  reported  undivided 
profits.   Further,  certain  reclassifications  have  been  made  to 
the  197A  financial  statements  and  previously  reported  amounts 
because  of  new  reporting  requirements  adopted  by  the  banking 
industry  and  to  conform  amounts  to  the  1975  presentation. 

In  1975,  the  banking  industry  adopted  the  practice  of  classifying 
the  valuation  portion  of  the  reserve  for  possible  loan  losses 
as  a  reduction  of  the  total  amount  of  loans.   In  prior  years, 
this  amount  was  reflected  as  a  liability  together  with  other 
amounts  representing  cumulative  net  transfers  from  undivided 
profits  and  related  deferred  income  taxes.   These  transfers 
were  not  available  to  absorb  loan  losses  and  have  been  restored 
to  undivided  profits  in  the  accompanying  financial  statements 
with  the  effect  of  increasing  undivided  profits  at  December  31, 
1973,  by  $15-;, 000. 

In  addition,  certain  other  reclassifications  have  been  adopted 
which  are  also  reflected  in  the  accompanying  financial 
statements.   Unearned  discount  has  been  reclassified  as  a 
reduction  in  loans  rather  than  as  a  liability  as  has  been  the 
practice  in  prior  years.   Capital  notes  previously  reported  as 
a  part  of  capital  funds  have  been  reclassified  separately  as 
liabilities  in  the  accompanying  statement  of  condition. 

Revenues  and  Expenses- 

Substantially  all  revenues  and  expenses  are  recognized 
on  the  accrual  basis  of  accounting.   The  cash  basis 
of  accounting  is  used  to  recognize  certain  revenues 
and  expenses,  principally  trust  and  loan  fees; 
however,  there  would  be  no  significant  effect  on  net 
income  if  the  accrual  basis  were  used.   Interest  on 
installment  loans  is  recognized  using  the  Rule 
of  78's  method.   Interest  on  other  loans  is  accrued 
until,  in  the  opinion  of  management,  such  interest 
will  not  be  collected. 
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Investment  Securities- 

Investment  securities  are  carried  at  cost  adjusted  for 
amortization  of  premiums  and  accretion  of  discounts. 
Gains  and  losses  are  determined  on  the  specific 
identification  method.   No  provision  is  made  in  the 
accounts  for  declines  in  market  value  below  cost 
since  the  Bank  generally  intends  to  hold  investments 
to  their  maturity. 

Bank  Premises,  Furniture  and  Equipment- 

Bank  premises  and  furniture  and  equipment  owned  by  the 
Bank  are  stated  at  cost  less  accumulated  depreciation 
of  $536,000  and  $^51,000  at  December  31,  1975  and 
197A,  respectively.   For  financial  reporting 
purposes,  depreciation  is  provided  using  the 
straight-line  method  over  the  estimated  useful  lives 
of  the  assets.   Accelerated  depreciation  methods 
are  generally  used  for  income  tax  purposes. 
Maintenance  and  repairs  are  charged  to  operating 
expenses  as  incurred. 

Other  Real  Estate- 

At  December  31,  1975  and  197/i,  respectively,  other 
assets  include  $127,000  and  $151,000  of  properties 
acquired  through  foreclosure.   Such  properties  are 
initially  carried  at  the  lower  of  outstanding  loan 
balance  or  estimated  market  value,  and  are 
subsequently  written  off  over  a  five-year  period 
to  conform  with  regulatory  requirements. 

Income  Taxes- 

The  tax  effects  of  transactions  are  recognized  in  the 
year  in  which  they  affect  income  regardless  of  when 
the  taxes  are  actually  paid.   Investment  tax  credits 
are  recognized  using  the  flow-thru  method  whereby 
the  credit  reduces  income  tax  expense  in  the  year  in 
which  the  credit  is  realized  for  income  tax 
reporting  purposes. 


Reserve  for  Possible 
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In  197<;  by  $150,000.   The  effect  of  this  additional 
provi sion  has  been  to  reduce  net  income  and  earnings 
per  share  by  $75,000  ($.15  per  share  for  197A). 

2.  STOCKHOLDERS'  INVESTMENT: 

The  authorized  capital  stock  of  the  Bank  consists  of  550,000 
shares  of  common  stock,  of  which  526,000  shares  were 
outstanding  at  December  31,  1975,  and  510,000  were  outstanding 
at  December  31,  1974-.   No  preemptive  rights  exist  with  respect 
to  the  authorized  but  unissued  common  stock. 

For  accounting  purposes,  the  Bank  has  credited  undivided  profits 
for  the  excess  of  proceeds  from  sale  of  its  stock  over  par 
value  of  the  stock  sold  in  accordance  with  regulatory  authority 
approval.   From  time  to  time,  amounts  have  been  appropriated  to 
capital  stock  in  connection  with  stock  dividends  and  to  surplus 
to  maintain  approximately  the  $1  capital  stock  to  $1  surplus 
ratio  required  by  bank  regulatory  authorities.   Accordingly,  at 
December  31,  1975,  undivided  profits  available  for  cash 
dividends  amounted  to  approximately  $71,000,  subject  to  the 
restrictions  imposed  by  the  capital  note  agreement,  explained 
further  in  the  following  paragraph. 

Under  the  terms  of  the  capital  note  agreement  (see  Note  9) 
aggregate  dividends  (other  than  stock  dividends)  from 
December  1,  1973,  cannot  exceed  net  Income  since  that  date. 
Because  of  the  loss  incurred  in  1975,  net  income  of  $383,000 
must  be  realized  in  future  periods  by  the  Bank  before  cash 
dividends  can  be  paid. 

Undivided  profits  at  January  1,  197<;,  has  been  adjusted  to 

reflect  the  effect  of  certain  adjustments  to  the  accounts 

discovered  in  1975  applicable  to  years  prior  to  1974,  as 
follows : 

Increase  (Decrease) 
Undivided  Profits 

Reduction  of  reserve  for 

depreciation  $  213,000 

Increase  in  unearned  interest  (258,000) 

Increase  in  income  taxes  (164,000) 


$(209,000) 


3.  INVESTMENT  SECURITIES: 

Securities  at  December  31,  1975  and  1974,  were  as  follows; 
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1975  1974 

Carrying      Market      Carrying      Market 
Value       Value        Value        Value 


U.  S.  Government    $6,334,000   $6,342,000   $2,548,000   $2,532,000 

U.  S.  Government 
agencies  and 
corporations         500,000      500,000    2,093,000    2,093,000 

States  and  other 
political 
subdivisions         968,000      920,000      951,000      826,000 

Other  167,000      129,000      111,000       79,000 

$7,969,000   $7,891,000   $5,703,000   $5, 530,000 

At  December  31,  1975  and  1974,  securities  carried  at 

approximately  $5,409,000  and  $5,185,000,  respectively,  were 
pledged  to  secure  public  funds,  trust  balances  and  other 
balances  required  by  law. 

4.  LOANS: 

The  composition  of  the  Bank's  loan  portfolio  at  December  31,  1975 
and  1974,  was  as  follows: 

1975  1974 


Commercial  and  industrial  $26,452,000  $30,948,000 

Consumer  installment  loans  8,206,000  3,274,000 

Loans  to  real  estate  investment 

trusts  250,000  250,000 


Total  loans  34,908,000    34,472,000 

Less- 
Unearned  discount  1,287,000     1,347,000 
Reserve  for  possible  loan 

losses  (Note  1)  411,000       313,000 

$33, 210, 000   $32,  812,  OOP 
Nonaccruing  loans  amounted  to  $1,398,000  at  December  31,  1975. 

The  Bank  has  from  time  to  time  made  loans  to  officers  and 

directors  or  their  families  or  to  companies  with  which  they  are 
affiliated.   These  parties  also  maintain  deposit  relationships 
with  the  Bank.   Such  loans  are  made  at  rates  and  terms  similar 
to  those  made  to  unaffiliated  borrowers.   At  December  31,  1975, 
the  total  of  such  loans  was  approximately  It    of  outstanding 
loans . 
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Transactions  in  the  reserve  for  possible  loan  losses  for  the 
years  ended  December  31,    1975  and  197A,  are  as  follows: 

1975        1974 


BALANCE,  beginning  of  year 

(Note  1)  $313,000    $159,000 

Add  (deduct)- 

Provision  for  possible  loan 

losses  (Note  l)  566,000     220,000 

Loans  charged  off  (550,000)    (78,000) 

Recoveries  on  loans 

previously  charged  off  82,000      12,000 


BALANCE,  end  of  year  $411,000    $313,000 


INCOME  TAXES: 

The  current  and  deferred  amounts  of  the  provision  for  income 
taxes  for  the  years  ended  December  31,  1975  and  1974,  were  as 
follows : 

1975        1974 


Currently  payable  (refundable)      $(198,000)   $45,000 
Deferred  75,000    (40,000; 


123,000)   $  5,000 


Deferred  taxes  result  from  the  following  timing  differences  in 

recording  revenues  and  expenses  for  financial  reporting 
purposes  and  income  tax  reporting  purposes: 

1975        1974 


Excess  of  book  over  tax  provision 

for  possible  loan  losses  $(132,000)   $(77,000) 

Excess  of  tax  over  book 

depreciation  15,000      21,000 

Effect  of  cumulative  difference 
in  1973  of  the  change  to  the 
accrual  method  for  income 
tax  reporting  purposes  (being 
amortized  over  10  years)  81,000      81,000 

Accrued  interest  and  other  111,000     (65,000) 

$  75,000    $(40,000) 

The  provision  (credit)  for  income  taxes  is  less  than  the  amount 
which  would  be  computed  by  applying  the  Federal  income  tax  rate 
of  A8%    to  income  (loss)  before  income  taxes.   The  reasons  for 
this  difference  were  as  follows: 
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1975  1974 

Expected  income  tax  provision       $(117,000)  $36,000 

Tax  exempt  interest                  (A1,000)  (21,000) 

Other,  including  surtax 

exemption                           35,000  (10,000) 


Provision  recorded  $( 123, 000  )   $  5,000 

Prepaid  income  taxes  primarily  represent  the  tax  effect  of  the 
cumulative  difference  in  1973  of  the  change  from  reporting  for 
income  tax  purposes  on  a  cash  basis  to  the  accrual  method,  and 
reduces  income  taxes  otherwise  due  through  1982.   The  Bank 
recognized  the  difference  in  prior  years  and  future 
amortization  of  prepaid  tax  benefits  will  not  affect  the  tax 
provision  for  financial  reporting  purposes. 

6.  PENSION  PLAN: 

The  Bank  has  a  noncontributory  pension  plan  for  substantially  all 
of  its  full-time  employees.   The  Bank's  policy  is  to  fund  each 
year's  accrued  costs  under  the  plan,  including  amortization  of 
past  service  costs  over  a  30-year  period.   At  September  30, 
1975  (date  of  most  recent  actuarial  study)  unfunded  past 
service  costs  amounted  to  $192,000.   At  September  30,  1975 
(fiscal  year-end  of  the  plan),  plan  assets  exceeded  the 
actuarily  computed  liability  for  vested  benefits. 

Pension  expense  for  the  years  ended  December  31,  1975  and  197^, 
amounted  to  $30,000  and  $20,000,  respectively. 

The  Bank  amended  certain  provisions  of  its  pension  plan  as  of 
January  1,  1976,  to  conform  to  requirements  of  the  Employee 
Retirement  Income  Security  Act  of  197/4.   Such  changes  are  not 
expected  to  have  a  significant  effect  on  annual  pension 
expense . 

7.  CONTINGENCIES: 

In  1976,, the  Bank  filed  a  claim  upon  its  insurer  for  certain 
ficticious  and  fraudulent  loans  amounting  to  $9'+'+>000  at 
December  31,  1975.   The  claim  is  under  investigation  by  the 
insurer.   In  the  opinion  of  Bank  management  and  legal  counsel, 
the  claim  will  be  sustained.   Counsel  has  also  advised  the  Bank 
it  can  also  seek  recovery  from  other  individuals.   In  the 
opinion  of  Bank  management,  the  ultimate  outcome  of  these 
matters  will  not  have  a  material  adverse  effect  on  the  Bank's 
financial  position. 


611 


8.  COMMITMENTS: 

The  Bank  leases  certain  of  its  computer  equipment  under 

agreements  expiring  in  1980.   Rentals  for  this  equipment  were 
$66,000  in  1975  and  1974.   At  December  31,  1975,  the  Bank's 
rental  obligations  under  this  lease  amount  to  $66,000  per  year 
through  1980,  totaling  $330,000. 

9.  CAPITAL  NOTES: 

In  1973,  the  Bank  issued  $1,500,000  of  8-1/2%  capital  notes. 
Terms  of  the  note  agreement  call  for  annual  payments  of 
interest  only  through  1980  and  payments  of  $195,000  (including 
principal  and  interest)  each  year  thereafter  through  1993.   The 
notes  may  be  prepaid  at  any  time  subsequent  to  198A  subject  to 
a  prepayment  penalty  of  8%    of  prepaid  amounts  decreasing  to 
none  in  1992. 

Under  this  agreement  the  Bank  is,  among  other  things,  (l) 

restricted  from  assuming  funded  debt  or  entering  into  long-term 
real  property  leases  without  prior  approval;  (2)  limited  as  to 
the  payment  of  dividends  (other  than  stock  dividends)  to 
cumulative  net  income  since  December,  1973  (see  Note  2);  and 
(3)  restricted  from  repurchasing  its  capital  stock  if  the 
effect  of  such  repurchase  would  be  to  reduce  capital  and 
unimpaired  surplus  (as  defined,  substantially  equivalent  to 
surplus,  undivided  profits,  capital  notes  and  reserve  for 
possible  loan  losses)  to  less  than  $2,000,000. 
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THOMAS   L.    ASMLEV. 


.   ROUS8ELOT,  CALIP. 

ns  P.  wYue.  OHIO 

GARRY    BROWN.    MICH. 


U.S.  HOUSE  OF  REPRESENTATIVES 

SUBCOMMITTEE  ON  FINANCIAL  INSTITUTIONS 
SUPERVISION,  REGULATION  AND  INSURANCE 

OF  THE 

COMMITTEE  ON  BANKING,  FINANCE  AND  URBAN  AFFAIRS 

NlNETr-FlFTM  CONGRESS 

WASHINGTON,  D.C.     20515 


September   20,    1977 


Mr.    King  D.    Cleveland 

Director 

National  Bank  of  Georgia 

34  Peachtree  Street,  N.W. 

P.  0.  Box  1234 

Atlanta,  Georgia  30301 

Dear  Mr.  Cleveland: 

As  you  are  aware.  Members  of  the  Subcommittee  indicated  in  our 
hearings  on  September  6  that  we  would  have  follow-up  questions  to 
your  appearance. 

1.  Your  July  1976  report  to  stockholders  indicated  that  the  National 
Bank  of  Georgia  had  filed  an  application  to  form  a  holding  company  but 
that  the  application  was  withdrawn  after  discussions  with  regulatory 
agencies. 

Please  provide  the  Subcommittee  a  copy  of  the  application  filed 
by  the  National  Bank  of  Georgia.   Please  provide  a  discussion  of  the 
specific  factors  which  led  to  the  withdrawal  of  the  application.   Does 
the  bank  intend  to  file  another  application  in  the  foreseeable  future? 

2.  Various  reports  filed  by  the  National  Bank  of  Georgia  to  its 
stockholders  and  to  the  Comptroller  of  the  Currency  have  indicated  possible 
violations  in  connection  with  certain  political  contributions. 

Please  provide  the  Subcommittee  with  a  full  report  on  these  violations 
including  the  source  of  the  funds  used  by  the  officers,  the  names  of  the 
officers  involved,  the  recipients  of  the  contributions,  the  amounts  of 
the  contributions,  the  years  in  which  the  violations  occurred,  any  court 
action  that  resulted  from  the  contributions,  and  the  disposition  of  this 
court  action. 
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3.   VJhat  position,  if  any,  has  the  National  Bank  of  Georgia  taken 
on  legislation  pending  in  the  Georgia  State  Legislature  with  regard 
the  bank  holding  company  legislation  since  1970? 


613 


Mr.  King  D.  Cleveland  -2-  September  20,  1977 

A.   In  Appendix  A  of  the  Comptroller's  report  of  August  17,  1977 
—  See  Exhibit  2,  page  1  —  a  memo  from  the  First  National  Bank  in 
Chicago  states: 

"In  addition  we  learned  that  NBG  has  been  active  in  bank 
financing  in  Georgia  and  there  is  a  strong  possibility 
that  we  could  be  approached  for  assistance  in  that  regard." 

Please  provide  the  Subcommittee  a  list  of  all  bank  stock  loans  made  by  the 
National  Bank  of  Georgia  since  1972,  including  in  each  case:  the  name  of 
the  borrower,  the  name  of  the  bank  whose  stock  was  pledged,  the  number  of 
shares  involved,  the  price  paid  for  the  shares,  the  amount  and  terms  of 
the  loan,  and  whether  that  bank  maintains  a  correspondent  account  at  the 
National  Bank  of  Georgia.   In  addition,  did  the  National  Bank  of  Georgia 
file  reports  on  these  loans  with  the  appropriate  regulatory  agencies? 

5.  Stephens,  Inc.  of  Little  Rock,  Arkansas  was  the  lead  underwriter 
for  the  National  Bank  of  Georgia's  September  1976  offering  of  an  additional 
A5,100  shares  of  the  National  Bank  of  Georgia. 

Please  provide  the  Subcommittee  with  a  list  of  all  the  underwriters 
who  agreed  to  participate  in  this  offering  with  the  percentage  they  agreed 
to  subscribe. 

6.  It  Is  our  understanding  that  Stephens,  Inc.  purchased  the  shares 
which  were  not  bought  during  the  public  offering. 

Please  provide  the  Subcommittee  with  the  number  and  price  of  shares 
purchased  by  Stephens,  Inc.   If  a  loan  was  involved  in  this  purchase,  please 
provide  the  Subcommittee  with  the  details. 

Because  of  ongoing  legislative  and  oversight  hearings,  your  earliest 
response  would  be  appreciated. 

Sincerely, 


FJStG:mLr 


^airftan 
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OCTl  1977 


Atlanta,  Georgia 
September  30,  1977 


congressman  Fernand  J.  St.  Germain,  Chairman 
U.  S.  House  of  Representatives 
Subcommittee  on  Financial  Institutions 
Supervision,  Regulation  and  Insurance 

of  the  committee  on  Banking,  Finance  and  Urban  Affairs 
Ninety-fifth  Congress 
Washington,  D.  C.   20515 

Dear  Mr.  Chairman: 

This  will  acknowledge  receipt  of  your  letter  of 
September  20,  1977  requesting  answers  to  additional  questions, 

A  proper  response  to  your  letter  would  require  dis- 
closure of  highly  confidential  data  from  the  official  records 
of  The  National  Bank  of  Georgia. 

I  am  no  longer  an  officer  of  the  Bank  due  to  retirement 
earlier  this  year,  and,  therefore,  disclosure  of  official 
records  of  the  Bank  by  me  is  most  questionable  from  a  legal 
standpoint. 

In  view  of  the  legal  questions  raised  by  your  letter,  I 
have  referred  it  to  Robert  P.  Guyton,  President  of  the  Bank, 
and  Alex  W.  Smith,  Legal  Counsel  to  The  National  Bank  of  Georgia, 
for  response  to  you.   I,  of  course,  will  cooperate  with  them  in 
responding  to  you. 


Very  truly  yo 


copy  to: 

Mr.  Robert  P.  Guyton,  President 

The  National  Bank  of  Georgia 


Mr.  Alex  W.  Smith 
Attorney-at-Law 
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The  National  Bank  of  Georgia 

34  Peachthee  Street.  N.  W. 
Atlanta.  Georgia  aoooi 


October  6,  1977 


The  Honorable  Fernand  J.  St  Germain,  Chairman 
Subcommittee  on  Financial  Institutions 
Supervision,  Regulations  and  Insurance 
Committee  on  Banking,  Finance  and  Urban  Affairs 
United  States  House  of  Representatives 
Washington,  D.  C.        20505 

Dear  Mr.  Chairman: 

This  will  be  in  response  to  your  letter  of  September  20,  1977 
to  Mr.  King  D.  Cleveland.   Mr.  Cleveland,  who  is  a  director 
and  not  an  officer  of  The  National  Bank  of  Georgia,  has  for- 
warded your  letter  to  me  for  response.   I  am  in  the  process  of 
gathering  together  the  information  required  to  respond  to  your 
letter.   As  soon  as  this  information  becomes  available,  I  will 
respond  to  your  questions. 

Sincerely, 


"C^iX, 


^' 
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f  NBG  S        THE  NATIONAL  BANK  OF  GEORGIA 

•  J9II" 


October  13,  1977 


Hon.  Fernand  J.  St.  Germain,  Chairman 
Subcommittee  on  Financial  Institutions 
Supervision,  Regulation  and  Insurance 
Committee  on  Banking,  Finance  and  Urban  Affairs 
United  States  House  of  Representatives 
Washington,  D.C.   20515 

Dear  Mr.  Chairman: 

This  will  be  in  response  to  your  letter  of  September  20, 
1977,  to  Mr.  King  D.  Cleveland. 

1.   We  are  pleased  to  enclose  a  copy  of  the  application 
filed  with  the  Federal  Reserve  Bank  of  Atlanta  requesting  permission 
to  form  a  one  bank  holding  company  to  own  the  stock  of  The  National 
Bank  of  Georgia.   We  are  not  sending  the  exhibits  which  contain  the 
substance  of  this  application;  these  exhibits  have  been  filed  with 
the  Federal  Reserve  Board  and  are  rather  voliominous.   Most  of  the 
information  contained  in  these  exhibits  constitutes  either  generally 
available  information  (such  as  annual  reports  and  proxy  statements) 
or  material  of  a  confidential  nature  so  that  public  dissemination 
would  be  inappropriate.   This  application  was  voluntarily  withdrawn 
by  the  bank  after  the  application  itself  had  been  forwarded  from  the 
Sixth  Federal  Reserve  District  in  Atlanta  to  Washington  for  consider- 
ation.  The  bank  was  informally  advised  that  the  Federal  Reserve  had 
recently  changed  its  policies  regarding  capital  adequacy  and  one  bank 
holding  company  formations.   This  caused  the  management  to  reconsider 
whether  the  capital  structure  of  NBG  was  sufficiently  strong  to  jus- 
tify approval  of  a  holding  company  application  and  to  permit  NBG  to 
fulfill  its  plans  for  expansion.   Management  then  decided  to  withdraw 
its  application.   Instead,  management  began  to  make  plans  for  an 
offering  of  common  stock  later  in  1976  (which,  in  fact,  was  accomplished) 
in  order  to  improve  substantially  the  capital  structure. 

You  asked  whether  or  not  the  bank  intends  to  file  another 
application  in  the  foreseeable  future.   The  bank  does  not  contemplate 
doing  so  in  the  immediate  future  but  the  matter  is  being  reviewed,  and 
the  filing  of  another  application  at  some  time  is  a  distinct  possibility. 
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2.  You  asked  for  a  report  of  violations  of  law  in  connection 
with  political  contributions.   We  enclose,  in  response  thereto,  a  copy 
of  the  disclosure  in  the  proxy  materials  incident  to  Annual  Meetings 

of  Shareholders  held  March  12,  1975  and  April  14,  1976,  a  copy  of  the 
reference  to  the  subject  matter  on  page  36  of  the  bank's  offering  cir- 
cular of  August  16,  1976,  a  copy  of  the  letter,  dated  February  10,  1976, 
from  Commercial  Union  Insurance  Company  advising  that  the  bankers' 
blanket  bond  remained  in  effect  as  to  the  officers  involved,  a  copy 
of  the  letter  and  enclosed  order  from  the  Federal  Deposit  Insurance 
Corporation  consenting  to  the  continuance  of  the  officers  involved  in 
office,  a  copy  of  the  resolution  of  the  Board  of  Directors  of  The 
National  Bank  of  Georgia,  dated  February  11,  1976,  expressing  the 
wish  of  the  Board  that  the  officers  involved  remain  in  office,  a  copy 
of  the  judgment  of  the  United  States  District  Court,  Northern  District 
of  Georgia,  in  the  cases  of  United  States  of  America  vs.  The  National 
Bank  of  Georgia,  United  States  of  America  vs.  King  D.  Cleveland,  and 
the  United  States  of  America  vs.  James  H.  Dickson,  Jr.,  wherein  each 
defendant  filed  a  plea  of  nolo  contendere  and  was  ordered  to  pay  a 
fine  in  each  case. 

3.  You  asked  what  position,  if  any.  The  National  Bank  of 
Georgia  has  taken  on  legislation  pending  in  the  Georgia  State  Legis- 
lature with  regard  to  the  bank  holding  company  legislation  since  1970. 
Although  NBG  generally  favored  such  legislation,  it  was  not  in  a 
position  to  benefit  from  any  proposed  holding  company  legislation  by 
virtue  of  control  being  held  by  a  non-resident  holding  company,  namely 
Financial  General  Bankshares,  Inc.   Accordingly,  NBG  had  no  particular 
interest  in  such  legislation  other  than  possible  amendments  to  permit 
NBG  to  benefit  from  such  legislation,  notwithstanding  such  ownership. 
When  it  became  apparent  that  any  such  amendment  was  never  seriously 
considered  by  the  appropriate  committees  of  the  Georgia  General  Assembly, 
NBG's  interest  in  this  legislation  declined  further.   Following  acqui- 
sition by  local  shareholders  of  the  controlling  stock  of  Financial 
General  Bankshares,  NBG  took  a  position  favoring  the  adoption  of  the 
bank  holding  company  legislation. 

4.  We  are  asked  to  "provide  the  subcommittee  a  list  of  all 
bank  stock  loans  made  by  The  National  Bank  of  Georgia  since  1972" 
including  all  details  and  facts.   This  request  is  of  such  broad  nature 
that  we  are  unable  to  respond  without  the  expenditure  of  vast  inves- 
tigative time  and  energy  in  reviewing  all  loans,  whether  open  or  closed 
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in  which  bank  stock  is  a  collateral  for  the  last  five  years.   It 
would  be  extremely  expensive,  time  consuming,  and  difficult  for  the 
bank  to  comply  without  some  limitation  on  the  scope  of  your  request. 
Furthermore,  complaince  would  involve  disclosure  of  extremely  confi- 
dential information  involving  loans  to  customers  which  would  violate 
the  rights  of  these  customers.   Where  it  was  applicable  (i.e.  when 
it  was  known  to  management  that  the  bank  had  a  security  interest  in 
25%  or  more  of  the  stock  of  an  insured  bank) ,  NBG  filed  reports  with 
the  Federal  Deposit  Insurance  Corporation,  as  required  by  law, 

5.   You  refer  in  question  number  5  to  an  offering  of  an 
additional  45,100  shares  of  The  National  Bank  of  Georgia  for  which 
Stephens,  Inc.  was  the  lead  underwriter.   We  believe  the  offering 
to  which  you  refer  was,  in  fact,  an  offering  of  451,000  shares  of 
capital  stock,  and  as  a  part  of  the  underwriting,  NBG  granted  to  the 
underwriters  the  right  during  a  specific  time  to  purchase  an  addi- 
tional 45,100  shares  in  the  event  there  was  an  oversubscription  under 
preemptive  rights.   None  of  these  additional  shares  was  purchased. 
You  asked  for  the  list  of  underwriters,  and  the  percentage  they 
agreed  to  subscribe  which  is  as  follows: 

Underwriters  Percentage 

Stephens,  Inc.  47.87% 

The  Robinson-Humphrey  Co.,  Inc.  8.8  7 

J.  C.  Bradford  &  Co.,  Incorporated  6.65 

Dain,  Kalman  &  Quail,  Incorporated  4.4  3 

Piper,  Jaffrey  &  Hopwood,  Incorporated  4.43 

Allen  C.  Ewing  &  Co.  3.33 

Bosworth,  Sullivan  &  Company,  Incorporated  3.3  3 

First  Southwest  Company  3.33 

Howard,  Weil,  Labouisse,  Friedrichs  3.33 

Incorporated 
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Underwriters  (Cont.)  Percentage 

Johnston,  Lemon  &  Co.  3.33 

Moore  &  Schley,  Cameron  &  Co.  3.33 

H.  O.  Peet  &  Co.,  Inc.  3.33 

Equitable  Securities  Corporation  2.22 

Raymond  James  &  Associates,  Inc.  2.22 

6.   We  are  not  able  to  provide  the  subcommittee  with  a 
number  and  price  of  shares  purchased  by  Stephens,  Inc.   NBG  did  not 
make  any  loans  in  connection  with  any  purchase  that  Stephens  may 
have  made.   We  suggest  that  you  inquire  of  Stephens  with  respect  to 
this  information. 

If  you  have  any  further  questions  regarding  this  matter, 
we  will  be  happy  to  cooperate  with  you  in  this  regard. 

Very  truly  yours , 

HONAL  BANK  OF  GEORGIA 


By:   Robert  P.  Guy ton 
Enclosures 
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lOKM  r.  R.  Y-l 

Revised  3-73 


APPLICATION 


To  the  Board  of  Governors  of  the  Federal  Reserve  System 


by- 


NBG    COMPANY 


(Name   of   Applicanl) 


34    Peachtree    Street,    N.W. ,    Atlanta,    Georgia      30303 


FOR  PRIOR  APPROVAL  OF  ACTION  TO  ItKCOME  A   BANK  HOLDING 

COMPANY  PURSUANT  lO  SLCTION    1(.0(I)  OF    IIIF.   HANK 

HOLDING  COMPANY   ACT  OF    1956,   AS  AMLNDLD 
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FORM   F.  R.  Y-1 


NBG    COMPANY 


(Name  of  Applicant) 

(hereinafter  referred  lo  as  Applicant),  a  Corporation 

(Type  of  organi/alion,  sueh  as 

Georgia 


partnership,  busi 


organized  under  the  laws  of 


and  having  its  principal  place  of  business  at     34     Peachtree    Street,    N.W.,    Atlanta,     Ga. 
hereby  applies  lo  the  Board  of  Governors  of  the  Federal  Reserve  System  (hereinafter  referred  to  as  Board),  pursuant 
to  section  3(a)(1)  of  the  Bank  Holding  Company  Act  of    1956,   (hereinafter  referred  to  as  Act)   as  amended,  for 
prior  approval  by  the  Board  of  action  proposed  to  be  taken  by  Applicant  which  would  result  in  its  becoming  a  bank 
holding  company  with  respect  to  the  following  bank(s): 

Number  or  percentage  of 
Bank's  voting  shares: 


Corporate  Title  and  Location 
of  Bank 

Georgia  National   Bank 


Now  owned,  con- 
trolled, or  held 
with  power  to  vote 

0      (0%) 


Proposed  to 
he  acquired 

39,000     (97.5%)     (Plus 


34  Peachtree  Street,  N.W. 
Atlanta,  Georgia   30303 


(hereinafter  referred  to  as  BANK(S)). 


Options  to  purchase 
remaining  shares  which 
-ar-e—B  i-r  et:t  or  s — 
Qualifying  Shares) 


The  following  Exhibits  prepared  in  accordance  with  the  General  Information  and  Instructions  on  pages  3  and  4 
are  submitted  as  part  of  this  application: 

EXHIBIT  A — Resolution  of  Board  of  Directors 

EXHIBIT  B — Description  of  Applicant  and  Proposed  Transaction 

EXHIBIT  C — Financial  and  Managerial  Information 

EXHIBIT  D — Convenience  and  Needs 

XXHHM^£>«CoKi^i<xiaeaKKi»Hne>lKW*tfrS< 

£XHHJrK:poWifip,-u«Mf^XA5{Ki*;«iXX2»Ki^ft;^ 

ii|!iHHUTi^b«<f)v'MteckiH5:Af}kRi3C3oOtto:>\->iccMx 

Applicant  represents  that  the  information  contained  in  this  application  is  true  and  complete  to  the  best  of  its 
knowledge  and  belief. 


E.xccuted  this  '   fx  day  of       IIOVeFiboLU. 


c 


KTifSX: 

(Secretary)/' 

William  E.    Green,   ^r. ,    Secretary 


_,  19  J_5 


(Corporate    Seal) 
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rG>c>torfu  Fayotto  rocoivod  no  compensation  other  than  its  pro  rata  sharoofJntoB^A-antMegg' 
paid  by  the  borro\vers  and  Fayette  had  no  liabilityJor_Jliese-4«aftsrTtr'oriDece^  31,  1974 
these  loans  had  baIancesof_$370:JlflOJ>t*rnT!rTTJ7T~the  bank  paid  approximately  $60,000  in 
le^alfcgaJiuSHw^+iT'CoITenrRhiFel.  Kohler  &  Martin  in  which  firm  Mr.  Alex  Smith,  a  Director 
ofNljGTks  n  Partner  (ftcc  "Reiiwnei-atwH-of-Officorc  and  Dirootoro",  note  6). 

Special  Factors  Regarding  Management 

A  recent  internal  audit  of  the  Bank  revealed  that  political  contributions  have  been  made 
in  past  years  from  Bank  funds  in  possible  violations  of  Federal  statutes.  Records  in  manage- 
ment's possession  indicate  that  these  contributions  have  been  made  over  a  seven-year  period. 
Prior  to  that  time  records  are  unavailable  although  some  improper  contributions  may  have 
been  made  prior  to  that  time.  A  full  investigation  of  this  matter  conducted  by  the  Executive 
Committee  at  the  direction  of  the  Board  revealed  that  a  number  of  contributions  averaging 
slightly  more  than  $500  had  been  made  during  this  period  to  a  number  of  different  political 
candidates  and  organizations.  No  contribution  exceeded  $5,500.  These  contributions  totaled 
$55,280  and  ranged  from  an  annual  total  of  $2,550  in  1968  to  $14,050  in  1970.  A  complete 
report  of  these  contributions  has  been  given  to  the  Comptroller  of  the  Currency  and  other 
appropriate  authorities. 

The  Board  of  Directors  (other  than  those  who  were  also  officers  of  the  Bank)  was  not 
previously  aware  of  these  contributions  because  the  expenses  were  not  shown  as  political  con- 
tributions but  were  improperly  entered  on  the  Bank's  records  as  charges  against  expense  ac- 
counts (primarily  interest  on  savings  accounts).  To  the  extent  that  the  funds  involved  were 
utilized  for  purposes  prohibited  by  law,  this  use  may  have  constituted  a  misapplication  of 
Bank  funds. 

The  only  officers  and  Directors  presently  associated  with  the  Bank  who  the  Board  of  Di- 
rectors considers  responsible  for  these  activities  are  King  D.  Cleveland,  Chairman  of  the 
Board,  Chief  Executive  Officer  and  a  Director,  and  a  nominee  for  election  as  Director,  James 
IT.  Dickson,  Jr.,  Executive  Vice  President  and  Comptroller,  and  an  Advisory  Director,  and  Jos- 
eph E.  Birnie,  an  Advisory  Director  antl  formerly  Chief  Executive  Officer  and  a  Director  (see 
"Nominees  for  Election  as  Directors"  and  "Remuneration  of  Officer's  and  Directors"). 

The  officers  involved  (inchidini,^  former  officers)  have  voluntarily  paid  to  the  Bank  the 
total  amount  paid  as  political  contributions  during  this  seven-year  period  and  the  Board  of 
Directors  has  iciven  stjociiic  directions  against  further  such  occurrences  ;ind  has  instructed 
the  Hank's  internal  auditors  and  the  Board's  audit  committee  to  adopt  procedures  to  detect 
any  furiher  necurrcnccs. 

Althoujrh  the  Hoard  of  Directors  has  ilisapprovod  of  these  actions  it  has,  nevertheless, 
tuumimou.-ly  adoptrd  j-esolutions  expressing  continued  confitlencc  in  the  individuals  involved. 
Managemeni  IjL-Iicws  tliai  if  iho  pci,~cias  nominated  as  Directors  are  elected  "Mr.  Cleveland, 
."Mr.  Dickson  iiiKi  ?'Ir.  Hirnie  wmI  ho  Loiiciiun.'il  in  their  present  capacities. 
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Mr.  Ah'iii  p.  C.ite^i,  ifr..  u  Diroctor  of  XBG,  is  the— Llrii:iideiil-aL- Axlam.s=rn1ps  rnmiiMj^y 
wliiih  manures  certain  proporty  leased  by  XIIG  at  pievailiiiK  market  rales.  Dr.  Robeplr^V. 
Candler,  a  Director  of  XCG,  is  the  President  of  ICIniac,  Inc.'  from  which  XDG  leases  tJft  space 
of  its  Doctors  Biiildin.i:  office  at  an  annual  rental  in  1975  of  .?11),180.  Lease  [Kj^^ents  due 
under  the  rcmainin.ir  term  of  the  lease  as  of  January  1,  197C,  o.xcludintr  rene)><(l  options  (ap- 
pro.ximately  II :;  years),  are  aijpro.xiniatoly  ^oO,:5G8.  Mr.  Simon  S.  Selijr,>H\,  a  Dii-ectoi-  of 
XCG,  is  Board  Chairman  of  Seli^'  Knterprises,  Inc.,  from  which  XBG,,il5ases  the  space  of  its 
West  End  office  at  a  rental  in  1975  of  $1,050  per  month.  Lease  ijjp^ents  due  under  the  re- 
maining,' term  of  the  lease  as  of  January  1,  197(;,  are  S114,450^ex:^udin},'  two  renewal  options 
of  5  years  each.  This  lea.se  was  entered  into  by-  XBG  prior  tp^r.  Seli^'-'*  becoming  a  Director. 
Durint;  1975,  XBG  purchased  participations  in  real  estat<r  loans  from  Fayette  State  Rank 
("Fayette")  of  which  Mr.  Joel  Cowen,  a  Director  ofXBG,  is  Chairman,  a  Director  and  prin- 
cipal shareholder.  These  participations  wore  on  tl>«!sanie  terms  as  are  normally  included  in 
transactions  with  banks  not  affiliated  with  lli;^ors.  Fayette  received  no  compensation  other 
than  its  pro  rata  share  of  interest  and  (cejyf^id  by  the  borrowers,  and  Fayette  had  no  lia- 
))ility  to  XBG  for  these  loans.  As  of  Dejxmber  31,  1975  those  loans  had  balances  of  S549.255. 

XBG  i)ai(l  api)roximately  .S  172^000  in  lej.'al  fees  in  1975  to  Smith,  Cohen,  RiuKel,  Kohler  & 
Martin,  in  which  firm  Alex  UX^mith,  a  Director  of  the  Bank  is  a  partner.  In  addition,  in 
connection  with  represent>i^XBG  that  firm  recei\ed  fees  directly  fi-om  customers  of  XBG 
in  certain  real  est;ite,  L»<ist  and  other  transactions. 


In  1975.  X'JXT  paid  appro.ximatcly  .S25.()00  for  services  renilered  in  tlie  areas  of  tax  coun- 
seling, audn/lind  ojierations  to  Financial  General  Bankshares,  Inc.  ("Financial  General"), 
which  irmfiediately  pi'ior  to  June  30,  1975,  owned  aijproximately  GO' r  of  the  outstanding  cap- 
■k  of  Xr,G.  On  th;it  date,  Bert  Lance,  Clwinnett  Industries,  Inc.  and  others  (see  "I'KIX- 
CU^L  SHAKFIIOLDLBS")  purchased  Financial  General's  entire  interest  in  XBG,  and  the 
•'a"ieen;ent  u'itii   Financial  (ienLral  for  ;'ueh  i.ervicei.-AVHy^tTHiinated, . 


.-\s  reported  in  the  Proxy  Statement  of  management  incident  to  the  I'.I75  .Annual  Meeting, 
sevcr.-d  >eni(ir  iifficers  of  thi.'  I'.aiik  ackmixUrdgcd  thai  polilikal  conlril)utiiiiis  liad  lieen  made 
with  Bank  funds;  as  was  also  rc])ortc<l  in  said  statenimt.  these  funds  wrre  vokintai-il.\-  rejiaid 
to  the  Bank  by  the  ir.dividuals  involved.  On  .lanuary  -JG,  I97(;.  the  I'.auk.  King  D.  Cleveland, 
and  James  II.  Dick.-^on,  .liv  aiiswiri'd  .\nl(i  (■(■nlendei-i'  tn  nii-demeanm-  chai'ges  of  making  po- 
litical contributions  f]-om  ilank  Funds  of  $350  to  tlie  .Icfferson  .lack.-on  Day  Dinner  and  $".00 
t<.  the  i-'ulton  County  Uepubliian  Party.  On  .lanuary  27,  197()  thest?  answers  \\v\-r  accepted  by 
the  L'nit.'d  States  District  ('(unt  and  liru's  aggregating  .■<7,0()0  were  imposed.  Xo  further  prose- 
cutoi'y  action  is  aiitii'ipate<l  1j\'  nianagi'menl. 


-A-M-f^n.M  KN"l"-'t'(rt'If  rMtriilt- 


.Maiiagemcnt  rt-i  i>mnii'iids  tliat  ihe  .Articles  nf  .As-^rutLixit-nl'The  Bank  lie  amended  to  iu- 
rrase  the  au!hnn/cil  capital   .-tock  of  thuJirminTJTin    Lonn.oiM)   shares   with   a    par   \alue   nl' 

.^5.00  p,r  share  t.j  1.250.iii.iiu_^4rrrrs^ith  a  parv.di f  .s5.nn  per  share,  suliject  to  Ihe  apprn\  al 

f  th>'  (Viiy^t-mttrrTTTThe  Currency.    'I'lir  fnll,,\\lng   rr~niutinn   Id  aiciMUpli-li    Ihis   purpn-e   is 


r^ 
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IJitriiij  lOT.j.  N'r>G  [iuH-h.-H>r(l-p,nHcip.ili4ii»  4i)-  kmI  i'.t.\to  luiws— ffOHi  Fnyftte  &t«t-e--Bank,  l'D\o>tiJ 
C.Mintv,  C:<-or;4i:i  ('■[■'.lyrtU-")  uf  wliicli  Mr.  Jurl  II.  Cuu.iu.  a  DirccUu  of  XliG,  ii' CliairnKin.  a  Direckx^nd 
priiicip.il  .sImii'IriKKt.  TIuac  p.ulicipiUions  woro  on  the  same  tcnns  as  arc  nornuilly  included  in  tnjrisactions 
Willi  banks  not  alliliated  willi  Diicclois.  I'aycllc  received  no  conipensalion  oilier  than  uiigfnation  and 
inspcclion  fees  and  ils  pro-rala  vliare  of  inlerest  and  oilier  fec<;  paid  by  the  borrowers  aiid^l-ayctte  had  no 
liabilitv  to  MiC  for  llie'.e  lo.ins.  .\s  of  Ju)ie  30,  19TG.  thesi'  loans  had' balances  of  apnj<5ximately  $930,000 
and  \i;(;s  parlieipalion  inlcresis  Ii.ul  li.d,inces  of  appro.Minately  l>6T2,000.  (Sco-^IJUSIN ESS  —  Corre- 
spondent U.nikin;,;",  page  17.)  ./ 

The  IJank-  recently  sold  the  Peaditree  Slr.ilford  buiUliiv.:.  in  whicii  it  inaifitains  branch  and  other  bank- 
ing facilities,  to  Adams-Cates  Coiiipiiny.  Mr.  .Alvin  B.  Gates.  Jr.,  a  Diiir^tor  of  the  Bank,  is  President,  a 
director  and  a  substantial  shareholder  of  the  pnrchascr.  For  a  description  of  that  transaction,  iiieUidinu  details 
of  the  .VliOOnO  first  inort!:;a'.;e  loan  and  a  .S'jjO.OOO  renovation  loafi  coinniitment  granted  by  the  \BG,  see 
"BUSINESS  — Sale  of  Peaehtrce  Stratford  Building,"  page  2.5. 

Directors  of  the  Bank,  and  certain  business  organizations  and  individuals  associated  with  them,  have 
been  customers  of  and  have  had  normal  banking  transactions  with  \BG  and  are  expected  to  continue  such 
relationships  in  the  future.  On  nnv  call  d.itc  or  e.\aniination  date  occurring  within  the  last  three  fiscal  years 
or  the  current  vear  to  d.ite,  the  largest  aiisregalc  oulstanding  amount  of  the  Bank's  loans  to  Directors 
(which  included  10  persons)  was  ap|iioNiinrtlely  -S  190,000.  The  largest  amount  of  such  loans  to  Directors 
and  a'^sociated  businesses  and  indixidurlls  on  any  such  dates  .and_.at_Junc  ..30,. .1976  .was .approximately. 
S2..50 1.000.  exclusive  of  the  first  mortgage  loan  on  the  Peachtree  Stratford  Building  mentioned  above.  All 
such  transactions  were  made  op.'sulistanliallv  the  .snniC  terms,  including  interest  rates  and  collateral,  as 
tliosc  prevailing  at  the  time  J(^-  comparable  transactions  with  unrelated  parties  and  did  not  involve  more 
th.iii  lilt;  normal   risk  of  .efifleclability  or  present  other  unfavorable   features. 

The  law  firm  oL8mHh.  Cohen.  Rin^el.  Kohler  6c  Martin,  of  which  Alex  W.  Smith,  an  .\'BC  Director, 
is  a  partner,  serxes'as  general  counsel  to  the  Bank  and  receives  fees  for  legal  services.  See  "M.-\N.\GEME\T 
— •  Henumeratinn",  pace  32. 

On  hfty  23.  1970.  Bert  Lance  and  William  E.  Green.  Jr..  the  President  and  a  Senior  Vice  President, 
rcsp('j;HveIy.  of  XBG,  were  elected  as  members  of  the  Board  of  Directors  and  executive  committee  of  First 
rj;<firicial.  For  a  discu.ssion  of  XBG's  relationship  with  First  Fiii.incial.  including  NBG's  sale  of  equipment 
<iiul  iiinclia^L'  of  .nt'ivicei  iimlep-aiv^jfeeineBt  of  N't>ve«4)ei^-4-5r-19~5r-s<?e— ^'-BIJS1.\-KSS Fust   Financial 

During  197.5,  senior  officers  of  \r,G  disclosed  that  certain  political  contributions  had  been  made  with 
bank  funds,  the  details  of  which  were  fully  outlined  in  M5G"s  proxy  statement  for  its  annual  meeting  held 
n  April  of  197G.  Those  funds  were  volunt.uily  repaid  to  .MiG  by  the  individuals  involved  and  in  January  of 
197G,  the  Bank,  King  O.  Clevcl.uid  ,uid  James  II.  Dickson.  Jr.  answered  nolo  contcndre  to  misdemeanor 
charges  of  m.ikiii'.;  pnliiiLal  contributions  from  bank  funds  of  8350  to  the  Jefferson-Jackson  D.iy  Dinner  and 
:5.300  to  the  I'.liuii  f:.,iintv  Bcpublicaii  P.u  ly.  Those  answers  were  accepted  by  the  United  .Slates  District 
Court,  fines  a.:  'r-".:,itiii-  17,1)00  were  imposed,  and  no  fiulhrr  leg.il  aclion  is  anticipated  in  eonneetion  with 
those  ti.uisaetioiis.  Iritrrn.il  prneciliues  designed  to  satemi.ud  a'^ainst  a  re-occurrence  of  such  uses  of  funds 
V  have  been  inslitnted  b\-  the  I'o.ird  of  Directors. 


PE.NDIXG  LEG.\L  rnOGICF.DIXGS 


Thu  n.iiiiie  of  lire  In 


if  111.-  Ifank 


tion.  Aerordiimly,  Xl'-Ci  is  a  jiarty  (both  pl.niililf  and  drfeiid.uitl  to  a  number jLJ.iw-^ilirs'incident.il  to  its 
bu.mcss.  and  in  eerluii  of  such  suits,  cl.iiiiis  or  couiiterel.miis.h.iv  e  luiir'a^eiled  in  subst.uili.il  .unounts. 
In  Ilic  opmi.in  of  XBG's  .M.ui.i-ement.  ihese.suils  geiicrallv  r.i.i\  be  eniisidered  oidiii.ii\'  litigation  incidental 
to  ihe  conduct  of  the  busines.s,-Ntorem7''r.  .Mjn.e.;einc'nt.  after  (  onsultu,'.;  with  counsel,  is  of  t!ie  Opinion  that 
Xl'X;  has.uieritonoiis  defiiises  lo  the  claniis  .issri  led  .ind  ihr  nlliiiKiti'  nuUomc  of  siuh  pmding  actions  and 
lTi7i.i  ediii^'.  Ill  ihe  .ejgiL".'.ile.-5honld  nut  liaxf-T-mntrml-T-ffCT-t-Tm— XtiG'y-finanrtal  i.niidilion. 
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*^fij;^!         Commcvcbd  '^J. -ion  Ca..npaiii^3 

11  >  . '.U  >r  I'l  Ai.  :i  I  Id  I.  M.,  \.  \'...  A  IXAM  ■>,  t.lAlKC.IA  !0)0'; 

February  10,  1976 


;•-■.  James  H.  Dickson,  Jr, 
i^xecuCive  Vice  President 
;iational  Bank  of  Georgia 
34  PeacaCree  Street 
Atlanta,  Georgia  30301 


Dear  Kr.  Dickson: 

National  Bank  of  Georgia 
Bankers  Blanket  Bond 
CZ-7000303 

Your  letter  of  February  2,  1976  has  been  reviewed. 

This  is  to  confirm  my  letter  of  January  S,  1073  and  to  advise  as  respects 

the  specific  actions  enumerated  tlierein  that  we  do  act  construe  such 

ctions  Lo  constitute  fraudulent  or  dislionest  acts  witliin  the  meaning  of 

ection  II  of  the  above  bond,  and  Lhcvcfore  '.;o  consider  the  coverage  as 

3  afforded  by  th.e  bond  on  the  officers  involved  to  he  in  full  force  and 

effect. 

"iiank  you. 


Jerome  Crahtree 

bOND  :'a>;agli-i  and 

AXTO;i:;CY-IM-FACT 


^..,x(^r^{ 


JC/jd 
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{^    ;       FEDERAL   DEPOSIT  INSURANCE  CORPORATION.  Wdsh,n,ion.  dc  23423 


OFFICE  OF    THE    EXECUTIVE   SECRETARY  .O^'""*/ 


March  30,  1976 


Mr.  Alex  W.  Smith 

Smith,  Cohen,  Ringel,  Kohler  6i  rLartin 

Attorneys  at  Law 

2400  First  National  Bank  Tower 

Atlanta,  Georgia  30303 

Dear  Mr.  Smith: 

Subject:   The  National  Bank  of  Georgia 
Atlanta^  Georgia 

Tlie  Board  of  Directors  of  the  Federal  Deposit  Insurance 
Corporation  has  considered  and  approved  the  application 
submitted  on  behalf  of  the  subject  bank  pursuant  to 
Section  19  of  the  Federal  Deposit  Insurance  Act,  requesting 
consent  for  Mr;  King  D.  Cleveland  to  continue  to  serve  as  a 
Director,  Chairman  of  the  Board  and  Chief  Executive  Officer 
and  for  Mr.  Jahies  H.  Dickson,  Jr.  to  continue  to  serve  as 
Executive  Vice  President,  Comptroller,  and  Secretary  to  the 
Board  of  Directors. 

This  approval  is  evidenced  by  the  enclosed  copy  of  an 
Order  adopted  by  the  Board. 


Sincerely,     ^ 

Alan  R.  Miller 
Executive  Secretary 
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FEDERAL  DEPOSIT  INSURvMXE  CORPOP^MION' 


The  National  Dank,  of  Georgia 
Atlanta,  Fulton  County,  Ccor^ia 

Application  Pursuant  to  Section  19  of  the  Federal  Deposit  Insurance 
Act 


ORDER 

The  Board  of  Directors,  liaving  fully  considered  all  relevant  facts  and  infornation 
relating  to  the  request  by  The  National  Bank  of  Georgia,  Atlanta,  Georgia,  for 
consent  of  this  Corporation  for  Mr.  King  D.  Cleveland  to  continue  to  s^rve  as 
a  Director,  Chairnian  of  the  Board  and  Chief  Executive  Officer  and  for  Mr.  Jair.es 
H.  Dickson,  Jr.  to  continue  to  serve  as  Executive  Vice  President,  Cor.ptroller , 
and  Secretary  to  the  iioard  of  Directors,  including  facts  and  information  n-.ade 
available  to  the  Board  of  Directors  by  the  bank,  the  Corporation's  Division  of 
Bank  Supervision,  and  other  inf orr-.ation  acquired  by  the  Corporation,  has  concluded 
that  approval  of  the  request  is  v;arrantcd. 

Accordingly,  it  is  hereby  Orj)ERED  that  the  request  submitted  by  The  National 
Bank  of  Georgia,  Atlanta,  Georgia,  for  consent  of  this  Corporation  for  M.r.  King 
D.  Cleveland  to  continue  to  serve  as  a  Director,  Chairman  of  tlie  Board  and 
Chief  Executive  Officer  and  for  Mr.  James  H.  Dickson,  Jr.  to  continue  to  serve 
as  Executive  Vice  President,  Comptroller,  and  Secretary  to  the  Board  of  Directors, 
be  and  the  same  hereby  is  approved. 

Dated  at  V.'ashington,  D.  C,  this  ^' ^  day  of     // //i-<— .C-  "^       .  1976. 

BY  OPJ)ER  OF  THE  BOARD  OF  DIRECTORS 


Executive  Secretary 


-440  O  -  77  -pt.2  -  17 


628 


SE3oi.'>.Tic::s  or  i;:s  Ba\RD  or  oip^ctcss 

OF 

t:;e  •.:atic;:\l  :e.-.vK  of  crorjor. 

r -br^iAry    11,    117.' 


VHIHRE-^S,  'Ji 
has  invoked  'Jio  p; 
Board  or  Dicectcrs 
Gcorgi.T  that  Moscr 
tho  bc.i'.k,  an  cppro: 
Borird  oi  Directors 
of  Directors; 


or   of   Federal   Dovog-.u    I:-£-. 

■::\ 

o:i   Iv  of   tho  rDlO  .";;-   .-sr." 

iia.T 

ii    it    i!^    the     .-.;■;;•       -; 

-    of 

:.'.    . 

ciitua    vjiti'. 

.   on 

tho   FDIC 

••    ;-.;T-pori 

z'.\c. 

Ixii-.k'i  Boar 

:]0W,  THERE'.- 
hereby  express  it. 
iiot  been  convicted  ci  c^.  cv:: 
by  the  FDIC  nor  in  fact  hcis 

and 


■  ■■at  the  iio-: 
that  tho  : 
r  :.3_-  involvir 
:"cr.  of  trust  b 


:-  the  bank  doos 
r.:iJ  Dic:;son  have 
:z   as  contended 
-.-.id  Bank  officers; 


B2  IT  FTOTilER  R£SOL\-D  that,  in  any  event  tho  B 
invcsticjation  of  all  facts  involving  the  rrakina  of  t:ii 
certain  officers  of  th.e  ba:-.'.:,  :"0i>s  h.rireby  assert  that 
National  Bank  of  Gcorttia  ;-:';  ->.?.t  it  is  ir.  z'r.::  l::sv.  i- 
of  Georgia  that  tlie  lie:-  . 
and  Jaries  H.  Dickson,  ~  ' .  , 
their  status  with  the  ban  ;;  c::,  ; 


Diicc-o'-s,  after  full 
.  •:  ^ns  by 
of  The 
L-onal  Hank 
Directors, 
r.tinuo  in 


BE  IT  FLTIT!:': 
full  confidence  ir 
of  tiie  Board  and  v: 
Vice  President  anJ 

BE  IT  FURTnr 
hereby  directed  to 
the  F3IC  Board  of  : 
intcrr-..r.tion  in  V.\: 


DIIJ2CTCKS  : 


.a  Boar 
-petencc 
r  and  J2 

i.ational 


■--1; 


.•  e"presses   its 
Land  as  Chairman 
L.,   £s  Executive 
:;nd 


2  bank  bo  and  he   is 
ior  vz-ritt-in  consent  of 
Dickson   conti:u.c  •..•ithoui 


u/.  '  '    '       'I      , 


■^liii^n-  ^-/^^^^-'^i  - 


•'^- 
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UNITSO   STAT.CS    DI^TiaCT   CGUliT 
NO^'lllERH    DTSr.7ICT   Ol-'    GEORGIA 


ijS':"::^  s\:\7zs  of  amerxCa 


'^\l.'.  ■;.'.L'I01:AL  1;AI;K  CI 


cr;iN;iN/\L     I:;F0;-'J-jVxI0II 


•ytl'i  day  oi      Ja,nucry  ,    I9  7^',    cc^e   the  avtorncy   :for   the 


>vo.'^.  ..^r.w   .-...ci   the  dslTendrmt  appeared   iii  pevBon   and 

;;■;  .  •■..,...  c:ov..ist>i,   SJ.diicy  0.    C::'.itii.    ■jc,    l-Jr. ^u.Lrc 


L.d  Ale::  W, 


{    )      .•.Ii'.iou;   counjijl ,    the  court   advised   ti.o  dc-To.-.dant   oi'  l;is   yir^'r.z   to   cou.-jr.l 
.•;-..;  aj!co<j  him  whether  he   dojired   to  have  counGcl   appoiiitoo  by    the  court, 
r..'.d    ■:'.:':   deiOr.dant   thereupon   stated    that  iic  waived   the   right   to   the 
;.r.-ir.t~..ico  Oi    counsel. 


(    )      i-'ity 


";=upoi'>    loSplca  oi' 
(    )    not   guilty  and   a   verdict  of   guilty        (X)    nolo   co.".toi".dere 


Oi'  the  oiTi'snGG  o*  knov.';ln~ly  and  lui lav/fully  ..lakin^  political   contribu'cior 
in  violation  of  Section  olO..    United  States  Code 


.-,  -  charged  in   co;-i:its   tliree   ar.d   Tov.r  of   th'j   inro.vj.iation 
...-.a    vi. :■  court  having  asked   the  de*endai-.t  whether   -t  has   anytning   to   cay  -/I'.-.y 
ZC'J-  ■-■'■:t    r.-.ouid  not   bo  pronounced,    and   no   sufficient   cause   to   the  contrary 
u  »i..^   .  i.owr.  or  appearing   to   the  court, 

:  .V  ;':;:..i^JUDCii=M7hat=^hi?=^efendant=i"s:=5uiin-7==«5=ch5Vyed=aTid^=convi^Vc-ia 

;■-"   iS  /dXjUOCZD   that   the  defendant   i-Dirhareby^iCczinirtiic^toiiiho^iCuct&d-.^iC-'; 
.. .  ..v..v.^•==C_/.c^fal=Ql'=^;i-3^aut;Idi'i"JC•d^=^'cp/e-chV.i  ii"v<v=tdr"=i 

-.:,'  ?.  rino  or  TUO  TIIOUSAinD  five  irJIJDKZD  _and  ::0/100  (v2,5CO.CO)  DO 
J  .'  co':...t  three,  and  T:10  TIIOUSAIiD  F^VZ  ;rui,T)R":;D__and  KO/lOO  (.,;2,i;00. 
COLL'd-iS  on  count  four,  for  a  total  fine  of  Fj.vi;  TliOUS.^.ij  and  IiO/^ 
(v5. 000.00}   DOLLARS. 


IT  IS  ORDEitED  that  the  Clerk  deliver  a  certified  copy  of  this  judt-i-nt  .-.:;c 
co^.-.i  c.T;ent  to  the  United  States  y^arsh.-.l  or  otner  qualified  officer  and  that  t.-.i 
copy   servo   as   the  coraraitroent   of    the  defendant. 


United  States  District  Juage 


"lieu    in  Clerk's   Office 


:  .luty   Clerk 
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,No;; n ii: .c;;  Disv.;:cr  o;"  c;;o;!CiA 


:n  r. ."Av^iG  or  -V'iEr.!iCA 


^'.»Vj..J     iJijiOV^ij.ii. 


'vMj   27 '■■1    c;^y   >3i      JCiiLl.j.ry  ,    10 'fu,    c-.ae    the   rv1;tor,ioy    ifor    'c'.'-.o 

.■.I;;    .■.ric^    t'.io   dc-ondar. t   .'i^>pcT.rcd    -.1   ;iCii;o;".   .-.rid 

^..  cui-..-.;.-'!,      L'.!c'...cy   0.    C.T.it^.j    Ji".  .    ^^i^j'.'iuire   o.r.6.  Ale;:  V.'.    CfV.ilt'u 

.'.-i.-v.'c    cou.-.ogT  ,     the   couri    c.dvi;;c:L.    '„!.C'   d;i'o.ic.\n'c    01'   'i.i^    ri:_,':it    to   co'. ;,.:■• 
;.;od   i'lira   v/lietlior   r.o    cosii'cc".    co   I'.i.ve   counr.ol    .".p;)oir.  cod   by    vho   couv 
^    .■.■.!•   cIciTciidc,.-.  w    -.horcupon    5'cr.';oc    Li.cic    :.■":  i.aivod    -..r.^    ri  gh  c    \o    .'..c- 


iV   'iJ>  .'.DJUDC3D    'c'."."!;    the   dcJG.~.c."».". ;    ......    L, ,   c..  "^- up 0.1   '■"■  1  j   plc^   oJ 

.^»1.;/  {    )    noc   guilty   cirid   a   voirdicw  o.    guilty        (-■-}    ;".olo   cc.-.'.ciicc 

V  o-/2w3e  ©;■  l:j-io\,'i::^:ly  r.nd  unlc.v;i"ully  concciti^j  ^o  z'.-.a  ::.c.lil..: 
-ii.^.'Lcr.l  contr:Vo'.i!:ion  fror.i  "oar-k  fai.ilo.  in  violp.::io;i  or  Sictior 
Title   l3.    Uni'ccd   .jtate^;    Code: 

-.;-c;jd    ill  coL"j:t   oac   Oi"   the    i.;roiT;o."i^icn 

■.::   coui't   h."iving   coked    the   defencicu-.t   v/i-.irv'.;or    he   hi'j    i.nyt'.~.i.'. -;    t^    ccy   •■:'..■/ 
:^.\'z    :;hould   r.ot   be   pronounced,    ar.d    .".o    sui'^'icicwv    cau:^^    vo    'wite   cor.t*c.vy 
l.o-ir.  or  i.ppoarir.g    co   the   coui'.;, 

^  V  •V,';-/.Wl;Dt^D=-;hr,■i=:vh^?-ceJ^G^iu^.r.■J=^i  3=iy-iilty"j.i-;-'"c;iar;od"ririd  =ccnvic 

:?  73  ADJUDGED  that  tho  dofer.dar.t  :i  ,-=-:-.cr.-.b7-i;c-„-^i.-.cdi^to-.t;:>-iimctcdv^.cJ 

I  rino   Oi    OI'IE  T;I0USAI:D   and  i;o/lCO    (vl,000.00)    LGLL.'i^\3. 


i'T  IS  C'DiiHED  th.it  the  Clerk  d<^iivor  n  certified  copy  of  this  JudQ.-ic.T, 
co.T.-i  t.Tionx  to  the  United  States  "'.arshal  or  other  qualified  officer  ar.d  thai 
copy    .iC-rve   as   the   cosirai  tiaent   of    the  defcr.danc. 


(      ^• 


.-      /' 


■^     )    -'.. 


(.need   btaces 


:..tr.c.y. 


rk's   Office 


:er,    Clerk 
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;n',r:(.cr  cou.(r 


01-    AMERICA         ) 
j 

)-c;:oO::,  j:^.  ) 


r;o.       CR  7o-2'J   A 

C  i! I  :■■. i'  .\AL    I ".  7/  0l\l'j\'2 1 01 


27'v'.i  tiay  ox' 


:;uC..ry  ,    i^Tu  >    cane    the  attorney   /or   tiio 

-ppe^rcd   i.-.   pcr.,o.'.   and 


0. 


..'.11  Oil , 


i:.3Cu;..re    and   .-i.Le; 


,;..X'.i',  • 


counsel,    tl'.c  court   icvicGci   tl'.o  dei.'cndanv   of  his   right    to   cou.i^ol 
<:d  hi.T  whether  ho   cicsired   to   ',.z.vq   co'-nsel   ap-joir.tcd  by   xhe   couri;, 

doi'o::diir.t   thereupon   static   that  ho  waived   the   right   to   the 
.-.cc  Oi    Coun;;el , 


,'SiJ{JZC2,'J   that   the  do/c;.dr.nt   h.'.s 
(    )   r.ot   fjuilty   and  r.  vorc 


iScd:  i  upo.i  hio  plea   oi: 

of   guilty        (X)    r.olo  contendere 


)i    vhc;  oi'i-'e.-ise  of    lcnov;in,'jly  and  unlcv-'full;,'  aiding  and  abetting   in 
a'.:i'i_.  a  2^oiii;icai  contribution  v/lth   ounlz  funds,    in  violation  of 
loctionG  2  and  6lO.   Title  lo.   United  States  Code 


r.j  c.i.-..-jCCi  xa  couno  ■cv.o  o:  tr.e  inior::;acion 

.-.r.d  th.i  court  having  asked  the  defendant  whethtr  he  has  anything  to  3£.y  \:'.\y 
jv..,-  -..It  ohouid  not  bo  pronour.ced,  and  no  sufficient  cause  to  the  contrary 
bci.'.j  -ho'..'n  or  :ippearing  to  the  court, 


wy==o:=chas5cci;=An>i=cor.vsc»cU.i 


p^-y 


IT  IS  ADJUDGED   that   tho  defendant  ri-o^hc^rcoy=ccaiii^;tcd:=to=:i;tt^vcur.'tct'.y-i>f--tho 
V-/-cy.ierar=or==h5S=Su"irh6?i=zecJ=T-,.rre 

.  Tine  of  0112  TliOUSAIQ  and  I; 0/100    (:^1,0C0.0Q)   DOLLARS. 


IT  IS  ORDERED  that  the  Clerk  deliver  a  certified  copy  of  this  jui^5:.-.c,-i\;  o.' 
corinitrjont  to  the  United  States  Marshal  or  other  qualified  officer  ar.d  that  W 
copy   serve  as   the  co.iiraitment   of    the  defendant. 


/. 


O  Irj 


United  States  District  Jyogo 


.^ilod   in   Clerk's   Office 
V  3on  a.    Carter,    Clerk 

..   ..acy    Clerk 
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U.S.  HOUSE  OF  REPRESENTATIVES 

SUBCOMMITTtf  ON  FINANCIAL  INSTITUTIONS 

SUPERVISION.  REGULATION  AND  INSURANCE 

OF  THE 

COMMITTEE  ON  BANKING,  FINANCE  AND  URBAN  AFFAIRS 

WASHINGTON,  D.C.     205)5 
September    12,    1977 


Honorable  Robert   Bloom 

First  Deputy  Comptroller 

Office  of    the  Comptroller  of   the  Currency 

Washington,    D.    C.        20219 

Dear  Mr.    Bloom: 

Your  testimony  at  the  recent  hearings  on  "Problems  Revealed  by  the 
Comptroller- of  the  Currency's  Inquiry  into  Certain  Matters  Relating  to 
T.  Bertram  Lance  and  Various  Financial  Institutions"  is  appreciated.   You 
will  recall  that  at  the  conclusion  of  the  hearings.  Chairman  St  Germain 
informed  all  witnesses  that  Members  of  the  Subcommittee  might  submit 
additional  questions  for  them  to  answer. 

Accordingly,  I  would  respectfully  ask  that  you  respond  to  the 
following  list  of  questions  In  writing  for  the  record: 

1.   On  page  78  of  the  transcript,  I  asked  you  whether  you  did  not  see  a 
"red  flag"  in  Mr.  Lance's  relationship  with  Billy  Campbell,  a  former 
vice  president  of  Calhoun  First  National  Bank,  who  is  serving  time 
for  a  million-dollar  defalcation. 

I  asked  you  to  comment  on  the  fact  that  Mr.  Lance  arranged  a  $250,000 
loan  for  Mr.  Campbell  just  17  days  before  he  fired  Campbell  and 
turned  the  case  over  to  the  FBI.   You  will  recall  that  the  bank's 
bonding  company  had  alleged  that  Calhoun  First  National  had  condoned 
Campbell's  actions. 

Did  you  find  anything  in  Mr.  Lance's  relationship  with  Mr.  Campbell 
which  would  suggest  that  Mr.  Lance  had  been  Involved  in  any  criminal 
conduct  or  had  jeopardized  the  safety  and  soundness  of  the  bank? 


-^  File  copy  for  Mr.  Rousselot's  office 
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Honorable  Robert  Bloom 
Page  T\JO 
September  12,  1977 


2.  You  made  a  immber  of  statements  during  the  course  of  your  testimony 
that  it  was  your  opinion  that  Mr.  Lance's  campaign  overdrafts  would 
not  constitute  a  prosecutable  offense  because  no  attempt  was  made  to 
conceal  the  fact  that  the  account  hnd  been  overdrawn. 

Is  it  the  official  position  of  the  Office  of  the  Comptroller  of  the 
Currency  that  concealment  is  an  essential  element  of  a  prosecutable 
offense  involving  illegal  campaign  overdrafts? 

3.  Attached  is  a  copy  of  an  article  by  Richard  Reeves  and  Barry  M.  Hager 
which  appeared  in  the  September  1,  1977,  edition  of  the  Los  Angeles 
Times  and  to  which  I  referred  on  page  361  of  the  transcript. 

I  direct  your  attention  to  the  paragraph  at  the  bottom  of  the  second 
column  which  lists  borrowings  by  the  Carter  campaign  from  Fulton 
National  Bank  and  from  Citizens  and  Southern  National  Bank  between 
April  and  June  1976.   The  article  states  that  at  times  the  Carter 
campaign  owed  two  banks  more  than  $1  million. 

Does  this  series  of  loans  to  the  Carter  campaign  violate  any  statutes 
or  regulations  applicable  to  national  banks?   Please  explain  the  reasons 
for  your  answer. 

The  Chairman  has  indicated  that  the  Subcommittee  would  like  to 
receive  all  responses  by  Friday,  September  23. 

Thank  you  very  much  for  your  cooperation. 

Kind  regards. 


John  H.  Rousselot 
Enclosure 
JHR:bff 
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SCP23  19'/7 


Comptroller  of  the  Currency 
Administrator  of  National  Banks 


Washington.  DC,  20219 

First  Deputy  Comptroller 


September  22,  1977 


Dear  Mr.  Rousselot: 

This  is  in  reply  to  your  letter  of  September  12,  1977,  posing 
additional  questions  for  the  record  in  connection  with  my 
testimony  on  September  6,  1977,  to  the  Subcommittee  on  Financial 
Institutions  on  the  subject  of  matters  relating  to  Bert  Lance. 

1)  Your  first  question  is  in  relation  to  the  Billy  Lee  Campbell 
case  and  whether  I  perceived  any  "red  flags"  in  Mr.  Lance's 
relationship  with  Campbell.   Specifically,  you  ask  for  comment 

on  the  fact  that  Mr.  Lance  arranged  a  $250,000  loan  to  Mr.  Campbell 
shortly  before  he  was  fired  and  referred  to  the  FBI. 

This  fact  certainly  caused  me  to  wonder  about  possible  undisclosed 
relationships  between  the  two  men.   However,  the  matter  had  been 
looked  into  by  the  FBI  and  the  U.  S.  Attorney's  Office  with 
negative  results  as  to  any  improper  connection  with  Mr.  Lance. 
The  Comptroller's  report  of  August  18,  1977,  concluded  in  con- 
nection with  the  Campbell  case  as  follows;   "Based  on  the  infor- 
mation available  to  the  Office  of  the  Comptroller  of  the  Currency, 
there  appears  to  be  no  violations  of  the  statutes  or  regulations 
applicable  to  National  Banks  except  those  provisions  involved  in 
the  criminal  proceedings  against  Mr.  Campbell." 

2)  You  ask  if  it  is  the  official  position  of  the  Office  of  the 
Comptroller  of  the  Currency  that  concealment  is  an  essential 
element  of  a  prosecutable  offense  involving  illegal  campaign 
overdrafts . 

The  elements  necessary  to  be  present  in  order  to  have  a  violation 
of  18  use  610  (now  2  USC  441b),  a  provision  of  the  Federal  Criminal 
Code,  are  not  subject  to  definition  by  the  Comptroller  of  the 
Currency.   This  is  a  matter  within  the  jurisdiction  of  the 
Department  of  Justice  and  the  courts.   My  own  view  as  an  attorney 
is  that  one  of  the  elements  necessary  for  a  violation  of  this 
statute  as  in  many  other  criminal  code  provisions  is  a  guilty 
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knowledge  or  intent  to  violate  the  law.   The  thrust  of  my 
testimony  was  that  a  complete  lack  of  effort  to  conceal 
essential  facts  argues  against  the  existence  of  criminal 
intent  and  would  be  so  perceived  by  a  jury.   I  can  certainly 
conceive  of  cases,  however,  where  the  circumstances  would 
indicate  a  clear  violation  of  the  statute  even  in  the  absence 
of  concealment.   For  example,  a  straight  contribution  by  the 
bank  to  a  political  campaign  with  no  expectation  of  repayment. 

3)   You  refer  to  an  article  by  Richard  Reeves  and  Barry  M.  Hager 
in  the  September  1,  1977  edition  of  the  Los  Angeles  Times .  This 
article  lists  a  number  of  loans  obtained  by  the  Carter  Campaign 
from  various  National  Banks  and  you  inquire  whether  any  of  these 
loans  violated  the  law  or  regulations . 

Section  610  was  amended  in  1972,  so  as  to  permit  the  making  of 
loans  by  National  Banks  to  political  campaigns  provided  that 
such  loans  were  made  in  accordance  with  the  applicable  banking 
laws  and  regulations  and  in  the  ordinary  course  of  business.   To 
my  knowledge,  this  Office  has  not  conducted  any  special  inquiry 
into  loans  made  to  either  the  Ford  or  Carter  Campaigns  and  has 
not  been  asked  to  conduct  such  inquiries.   I  have  advised 
Mr.  Heimann  of  your  interest  in  the  question. 

Sincerely , 


Robert  Bloom 

First  Deputy  Comptroller  of  the  Currency 


The  Honorable  John  H.  Rousselot 
Subcommittee  on  Financial  Institutions 
Supervision,  Regulation  and  Insurance 

of  the 
Committee  on  Banking,  Finance  and  Urban  Affairs 
U.  S.  House  of  Representatives 
Washington,  D.  C.   20515 
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U.S.  HOUSE  OF  REPRESENTATIVES 

supxoMMn  HE  on  tujanciai.  institutions 

SUPF.nVISlON,  RKGUI  ATION  AKD  INSURANCE 

or  THE 

COWMIirtE  ON  BANKING.  rlNAfvCE  AND  URBAN  AhFAIRS 


Nl! 


V.'A'^HINGTON,  D.C.     7.0515 


Scpteinber  12,  1977 


Donald  L.  Tarlt-Lon,  Regional  Ailministralor 
Office  of  the  Coinptroller  of  the  Currency 
Sixth  National  Bank  Region 
Poachtree  Cain  Tower,  Suite  2700 
229  Peachtree  Street,  N.  E. 
Atlanta,  Georgia  30303 


Dear  Mr.  Tarleton: 


Accordingly,  I  would  respectfully  ask  that  you  respond  to 
the  following  list  of  questions  in  writing  for  the  record: 

1.  On  page  7  of  your  statement  you  stated  that  when  Mr.  Lance  visited 
you  on  November  22,  1976,  "it  served  as  a  reminder  that  the  formal 
rescission  had  not  yet  been  completed." 

How  long  have  you  known  Mr.  Lance,  and  have  you  ever  been  associated 
with  him  in  the  past? 

Was  there  anything  other  than  the  visit  itself  which  reminded  you 
that  the  agreement  had  not  been  rescinded?  Did  Mr.  Lance  mention 
the  agreement  to  you  during  his  visit?  Did  he  ask  you  to  rescind 
the  agreement? 

2.  On  page  85  of  the  transcript  you  stated,  "I  am  not  aware  of  anything 
today.  Congressmen,  other  than  what  I  might  have  read  in  the  press  -- 
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Mr.  Donald  L.  Tarlcton 
Page  Two 
September  12,  1977 


and  I  have  in  recent  weeks  learned  that  the  press  is  not  entirely 
reliable  --  of  anything  that  constitutes  a  violation  of  that 
agreement,  had  it  been  in  place  today." 

V.'hile  the  hearing  was  still  in  progress,  there  was  a  report  from 
the  Office  of  the  Comptroller  of  the  Currency  --  not  from  the 
press  --  of  an  arrangement  for  Mr.  Lance  to  have  checks  held  at 
the  Calhoun  Bank  for  payment  from  his  National  Bank  of  Georgia 
account  when  payment  from  the  Calhoun  account  would  have  created 
overdrafts.   More  than  a  thousand  items  involving  more  than  two 
million  dollars  were  held  under  this  arrangement  during  1976. 

Did  this  arrangement  constitute  a  violation  of  the  agreement? 

The  Chairman  has  indicated  that  the  Subcommittee  would  like 
to  receive  all  responses  by  Friday,  September  23. 

Thank  yyu  very  much  for  your  cooperation. 

Kind  regards. 


John  H.  Rousselot 
JHR:bfc 
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Comptroller  of  the  Currency  «_  ,,        „ 

Admmlstrator  of  National  Banks  StP  3"  ly  f  ? 

Sixth  National  Bank  Region 

Suite  2700.  Peachtree  Cain  Tower 

229  Peachtree  Street.  N.E. 

Atlanta.  Georgia  30303  Regional  Administrator 

September  26,  1977 

The  Honorable  John  H.  Rousselot 
U.  S.  House  of  Representatives 
Subcommittee  on  Financial  Institutions 

Supervision,  Regulation  and  Insurance 

of  the  Committee  on  Banking,  Finance 

and  Urban  Affairs 
Ninety-Fifth  Congress 
Washington,  D.  C.   20515 

Dear  Mr.  Rousselot: 

I  apologize  for  the  delay  in  responding  to  your  letter  of  September  12,  1977, 
and  especially  that  this  letter  did  not  make  the  September  23  date  by  which 
you  requested  a  response. 

According  to  my  appointments  calendar,  I  had  a  meeting  with  Messrs.  Lance  and 
Cleveland  on  September  3,  1975  following  my  assignment  to  Atlanta.   It  appears 
that  this  was  a  pre-scheduled  appointment  at  my  office  for  them  to  introduce 
themselves  and  welcome  me  to  Atlanta,  among  a  deluge  of  such  visits  from  bank- 
ing officials  in  similar  capacities  during  my  first  month  or  so  in  Atlanta.  To 
the  best  of  my  recollection,  this  was  the  first  time  that  I  met  Mr.  Lance.   As 
I  interpret  your  question  concerning  past  associations  with  Mr.  Lance,  I  have 
had  no  past  associations  with  him  although  I  have  had  contact  with  him,  of 
course,  in  the  performance  of  my  official  duties. 

As  I  have  previously  indicated  in  discussions  and  testimony,  Mr.  Lance  did  not 
ask  me  to  rescind  the  Calhoun  First  National  Bank  agreement  with  OCC,  and  to  the 
best  of  my  recollection  we  did  not  discuss  that  agreement  during  his  visit  on 
November  22.   1  have  been  asked  on  a  number  of  occasions  recently  to  pinpoint 
the  coincidence  of  Mr.  Lance's  visit  and  the  lifting  of  the  agreement.   I  have 
speculated  about  several  events  that  might  have  caused  the  coincidence  but  have 
over  the  past  month  pretty  much  concluded  in  my  own  mind  through  deduction  that 
his  visit  alone  served  as  a  reminder  that  the  formal  rescission  had  not  yet  been 
completed. 

With  respect  to  your  question  concerning  Page  85  of  the  transcript,  I  have  not 
read  the  report  from  the  Office  of  the  Comptroller  of  the  Currency  to  which  you 
refer.  Neither  do  I  recall  specifically  being  aware  of  any  particulars  concern- 
ing this  situation  except  as  described  in  the  Hearing.   All  files  relating  to 
the  National  Bank  of  Georgia  and  Calhoun  First  National  Bank  were  removed  to 
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Washington  from  the  Atlanta  Office  by  the  Comptroller  of  the  Currency  prior  to 
the  Hearing  before  your  Committee.   Because  of  the  foregoing  facts,  I  really  am 
not  in  a  position  to  judge  whether  the  situation  to  which  you  refer  constitutes 
a  violation  of  the  agreement.   I  might  observe  that  if  the  facts  relative  to 
this  situation  (as  I  understand  them  from  hearing  the  testimony  before  your 
Committee)  were  taken  at  their  worst  they  would  constitute  a  violation  of  the 
spirit  of  the  agreement  only  and  not  a  violation  of  the  terms  of  the  agreement. 

Again,  ray  apologies  for  not  having  responded  timely. 

Very  truly  yours. 


)j^<ik 


Donald  L.  Tarleton 

Regional  Administrator  of  National  Banks 

Sixth  National  Bank  Region 
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U.S.  HOUSK  OF  r^RI'RKSMNTAriVFS 

SUBCOMMIITKE  Ott  I  INANCIAL  INSTITUTIONS 

SUPF.RVISION,  RF.GULATIOIJ  A'JD  INSURANCE 

OK  THE 

COMMITTEE  ON  BANKING,  FINANCE  AND  URBAN  AFFAIRS 

N'iiJi;rY-Kii  rH  Concri  ss 

WASHINGTON,  D.C.     20515 


September  12,  19/7 


Robert  Guyton,  President 
National  Bank  of  Georgia 
Post  Office  Box  1234 
Atlanta,  Georgia  30301 

Dear  Mr.  Guyton: 

Your  testimony  at  the  recent  hearings  on  "Problems  Reveal-ed 
by  the  Comptroller  of  the  Currency's  Inquiry  into  Certain  Matters 
Relating  to  T.  Bertram  Lance  and  Various  Financial  Institutions"  is 
appreciated.  You  jvill  recall  that  at  the  conclusion  of  the  hearings. 
Chairman  St  Germain  informed  all  witnesses  that  Members  of  the  Sub- 
committee might  submit  additional  questions  for  them  to  answer. 

Accordingly,  I  would  respectfully  ask  that  you  respond  to 
the  following  question  in  writing  for  the  record: 

On  August  16,  1976,  the  National  Bank  of  Georgia  offered 
its  stockholders  rights  to  subscribe  for  451 ,000  shares  of  its 
capital  stock.  Page  36  of  the  offering  circular  contained  the 
following  paragraph: 

"During  1975,  senior  officers  of  NBG  disclosed 
that  certain  political  contributions  had  been  made 
with  bank  funds,  the  details  of  which  were  fully 
outlined  in  NBG's  proxy  statement  for  its  annual 
meeting  held  in  April  of  1976.  Those  funds  were 
voluntarily  repaid  to  NBG  by  the  individuals  involved 
and  in  January  of  1976,  the  Bank,  King  D.  Cleveland 
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Mr.  Robert  Guyton 
Page  Two 
September  12,  1977 


and  James  H.  Dickson,  Jr.  answered  nolo  contendre 
to  misdemeanor  charges  of  making  political  contri- 
butions from  bank  funds  of  $350  to  the  Jefferson- 
Jackson  Day  Dinner  and  $300  to  the  Fulton  County 
Republican  Party.   Those  answers  were  accepted  by 
the  United  States  District  Court,  fines  aggregating 
$7,000  were  imposed,  and  no  further  legal  action  is 
anticipated  in  connection  with  those  transactions. 
Internal  procedures  designed  to  safeguard  against 
a  re-occurrence  of  such  uses  of  funds  have  been 
instituted  by  the  Board  of  Directors." 

Please  describe  the  internal  procedures  which  your  bank 
has  designed  to  safeguard  against  making  political  contributions. 
Can  you- assure  the  Subcommittee  that  they  operated  effectively 
during  the  -pol  itical  year  1975? 
I 
The  Chairman  has  indicated  that  the  Subcommittee  would  like  to 
receive  all  responses  by  Friday,  September  23.  Thank  you  very  much  for 
your  cooperation. 

Kind  regards, 

John  H.  Rousselot 
JHR:bfc 
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The  National  Bamk  of  Gi:owoia 

3-1  Pkachthee  SrriKET.  N.  W. 
An  ANTA.  Gkoijgia  3oaoi 


RuMKI^T   p.  GUYTON 


October  6,  1977 


Honorable  John  H.  Rousselot 
Subcommittee  on  Financial  Institutions 
Supervision,  Regulation  and  Insurance 
of  the  Committee  on  Banking,  Finance 
and  Urban  Affairs 

United  States  House  of  Representatives 
Washington,  D.  C.         20515 

Dear  Mr.  Rousselot: 

This  is  in  response  to  your  letter  dated  September  12,  1977. 
As  you  note  in  your  letter.  The  National  Bank  of  Georgia 
offering  <:ircular  dated  August  16,  1976  stated  that  the  bank 
had  instituted  internal  procedures  designed  to  avoid  a  re- 
currence of  the(  violations  of  Federal  Election  Law  which  had 
theretofore  occurred.   These  prior  violations  involved  cash 
contributions  made  by  bank  officers  out  of  bank  funds  obtained 
by  cashing  a  general  ledger  debit.   The  bank  adopted  procedures 
prohibiting  the  use  of  a  general  ledger  debit  to  obtain  cash. 
In  addition,  the  new  procedures  provide  that  expense  requisi- 
tions are  reviewed  before  payment  by  both  an  accounting  clerk 
and  the  clerk's  supervisor.   The  requisitions  are  further  re- 
viewed after  payment  by  the  vice  president  in  charge  of  account- 
ing and  the  senior  vice  president  and  comptroller. 

As  you  may  recall  from  my  testimony  before  the  committee,  I  was 
not  affiliated  with  the  bank  during  1976.   However,  it  is  my 
understanding  that  these  procedures  were  successful  in  prevent- 
ing a  recurrence  of  violations  similar  to  those  which  had  pre- 
viously been  discovered.   If  you  have  further  questions  regard- 
ing this  matter,  please  let  me  know. 

Sincerely, 


RPG:sa 
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U.S.  HOUSI-:  oi-^  Ri:pRi-:sr:NrAi  ivi.s 
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CO.'.'.MII  rfK  ON  BANKING.  KINArJCK  AND  URBAN  AKfAIFiS 
WASHINGIOM,  D.C.     ?0:i15 


September  12,  1977 


John  E.  Davis,  President 
Calhoun  First  National  Bank 
Post  Office  Box  12169 
Calhoun,  Georgia  30701 

Dear  Mr.  Davis: 

Your  testimony  at  the  recent  hearings  on  "Problems  Revealed 
by  the  Comptroller  of  the  Currency's  Inquiry  into  Certain  Matters 
Relating  to  T.  Bertram  Lance  and  Various  Financial  Institutions"  is 
appreciated.  You  will  recall  that  at  the  conclusion  of  the  hearings. 
Chairman  St  Germai'n  informed  all  witnesses  that  Members  of  the  Sub- 
committee might  submit  additional  questions  for  them  to  ansv/er. 

Accordingly,  I  would  respectfully  ask  that  you  respond  to 
the  following  question  in  writing  for  the  record: 

On  page  262  and  succeeding  pages  of  the  transcript, 

you  described  efforts  which  were  made  by  the  Calhoun  First 

National  Bank  to  comply  with  both  the  letter  and  the  spirit 

of  its  agreement  with  the  Comptroller  of  the  Currency. 

The  Comptroller's  September  7  report  describes  an 
arrangement  by  Mr.  Lance  to  have  checks  held  at  the  Calhoun 
Bank  for  payment  from  his  National  Bank  of  Georgia  account 
when  payment  from  the  Calhoun  account  would  have  created 
overdrafts.  More  than  a  thousand  items  involving  more 
than  two  million  dollars  were  held  under  this  arrangement 
during  1976. 

Do  you  consider  this  practice  of  holding  Mr.  Lance's 
checks  to  avoid  the  creation  of  overdrafts  to  have  been 
consistent  with  the  letter  and  spirit  of  the  agreement? 
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John  E.  Davis,  President 
Page  Two 
September  12,  1977 


The  Chainnan  has  indicated  that  the  Subcommittee  would  like 
to  receive  all  responses  by  Friday,  September  ?3. 


Thank  you  very  much  for  your  cooperation. 

Kind  regards. 


John  H.  Rousselot 


JHR:bfc 
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^^r  ^"^  CALHOUN.  GEORGIA  30701 


September  19,  1977 


The  Honorable  John  H.  Rousselot 
U.  S.  House  of  Representatives 
Subcommittee  on  Financial  Institutions 
Supervision,  Regulation  and  Insurance 
Committee  on  Banking,  Finance  and  Urban  Affairs 
Washington,  D.  C.   20515 

Dear  Mr .  Rousselot : 

Our  answer  to  your  question  contained  within  your  letter  of 
September  12,  1977,  concerning  whether  or  not  we  feel  that 
the  present  arrangements  whereby  we  transfer  funds  from  the 
National  Bank  of  Georgia  to  the  appropriate  account  of  Mr. 
Bert  Lance  adheres  to  the  letter  and  spirit  of  our  former 
agreement  with  the  office  of  the  Comptroller  of  the  Currency 
is  an  unequivocal  "yes".   However,  to  understand  our  strong 
feelings  on  this  matter,  it  might  be  helpful  if  we  furnished 
you  with  a  little  background  information  on  the  somewhat 
unique  manner  in  which  we  operate  our  corporate  demand 
deposit  accounts. 

The  Calhoun,  Georgia  area  along  with  our  sister  city  Dalton, 
Georgia,  which  is  located  slightly  north  of  us,  together  comprise 
the  industrial  and  commercial  carpet  manufacturing  center  for  the 
free  world.   The  carpet  business  has  traditionally  been  an  indus- 
try which  has  a  small  equity  capital  base  and  it  has  always  been 
necessary  for  them  to  depend  upon  large  factoring  firms  such  as 
Walter  E.  Heller  &  Company  of  Chicago  or  one  of  the  factoring 
divisions  of  a  large  southeastern  regional  bank  for  the  cash 
working  capital  to  pay  their  normal  every  day  expenses.   This 
type  of  financing  is  extremely  expensive  and  as  could  be  expected 
the  mills  are  very  reluctant  to  request  funds  from  their  factor 
until  the  last  possible  moment. 

Each  morning  our  computer  center  furnishes  us  with  a  list  of 
accounts  in  which  if  a  deposit  is  not  made  during  the  normal 
day's  course  of  business  an  overdraft  will  result.   Our  customer 
service  officers  immediately  telephone  all  of  the  various  mills 
and  report  the  amount  of  money  they  will  need  to  deposit.   The 
mills  in  turn  contact  their  factors  in  Chicago,  New  York  or 
Atlanta  and  the  funds  are  wired  either  directly  to  us  through 
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the  Atlanta  Federal  Reserve  Bank  or  credited  to  one  of  our 
correspondent  accounts  in  Atlanta.   As  soon  as  this  notification 
is  received  by  the  Calhoun  First  National  Bank  the  customer  is 
credited  with  the  proceeds.   While  it  sounds  quite  complex  we 
have  been  doing  this  for  so  many  years  that  it  is  a  relatively 
routine  matter  and  from  the  time  we  contact  a  manufacturing 
facility  it  is  usually  only  a  couple  of  hours  before  the  funds 
are  actually  credited  to  their  account. 

Due  to  the  volume  of  checks  written  and  the  amount  of  funds 
which  clear  through  Mr.  Lance's  various  personal  accounts  during 
any  given  calendar  year  we  basically  operate  his  individual 
accounts  in  exactly  the  same  manner  as  we  would  a  corporate 
checking  account.   In  other  words,  we  are  only  extending  to  him 
the  same  courtesy  we  do  our  other  customers  and  rather  than  his 
funds  coming  from  a  factor,  they  are  simply  immediately  trans- 
ferred to  our  credit  by  the  National  Bank  of  Georgia.   I  cer- 
tainly hope  that  this  information  will  help  clear  up  your 
question,  and  if  we  may  be  of  any  further  service  do  not  hesi- 
tate to  let  me  know. 


Yours    truly. 


dgx^Qjcdy- 


Johlk    E.    Davis,    Jr, 
esi  dent 


JEDJr:bw 
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JOHN   H.   ROUSSEX.Or.  CAUF. 
CHALMERS  P.   WYUE.  OHIO 

HENRY  J.   HYDE.   ILL. 


U.S.  HOUSE  OF  REPRESENTATIVES 

SUBCOMMITTEE  ON  FINANCIAL  INSTITUTIONS 
'  SUPERVISION,  REGULATION  AND  INSURANCE 

OF  THE 

COMMITTEE  ON  BANKING,  FINANCE  AND  URBAN  AFFAIRS 
^^*-  Ninety-fifth  Congress 

WASHINGTON,  D.C.     20515 

September  20,    1977 


Mr.   Gordon  Jones,    President 
The  Fulton  National  Bank 
55  Marietta  Street 
Atlanta,    Georgia     30302 

Dear  Mr.   Jones: 

As  you  know,  on  September  7,  the  Comptroller  of  the  Currency 
issued  Volume  3  —  Supplemental  Report  —  "Inquiry  into  Certain  Matters 
Relating  to  T.  Bertram  Lance  and  Various  Financial  Institutions,"  a  major 
section  of  which  referred  to  various  transactions  with  your  bank.   The 
document  raises  several  additional  questions  which  we  would  like  answered 
in  connection  with  this  Subcommittee's  continuing  oversight  and  legislative 
responsibilities. 

1.  In  the  September  7  report  regarding  the  relations  of  Fulton 
National  Bank  and  Mr.  Lance's  Calhoun  First  National  Bank,  the  Comptroller 
concludes: 

"The  Fulton-Calhoun  transaction  show  a  pattern  of  loans  to 
Mr.  and  Mrs.  Lance  and  associates  from  a  correspondent  bank.   Tlie 
correspondent  bank  looked  in  some  measure  to  the  maintenance  of 
satisfactory  correspondent  balances  In  determining  whether  to 
make  the  loans  and  in  calculating  the  profitability  of  loans 
after  they  were  made.   In  addition,  there  is  some  evidence  tending 
to  support  the  view  that,  but  for  the  correspondent  accounts, 
the  loans  would  not  have  been  made." 

Would  you  please  provide  the  Subcommittee  with  your  bank's  written 
loan  policies  for  the  periods  mentioned  in  the  report,  that  is  from  1963 
to  1977? 

2.  Were  the  loans  to  Mr.  Lance,  Mrs.  Lance,  Lancelot  Company,  and 
the  several  directors  of  the  Calhoun  First  National  Bank,  made  between 
1963  and  1977,  ever  criticized  by  national  bank  examiners  at  your  bank? 
Please  provide  the  Subcommittee  with  specific  details  about  any  ratings 
national  bank  examiners  might  have  applied  to  these  loans. 

3.  Did  the  Fulton  National  Bank  write  off  any  of  these  loans  as 
losses?  If  so,  please  provide  the  Subcommittee  with  the  dates  and  details. 
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4.  The  Comptroller's  report.  In  referring  to  your  bank's  expectations 
for  a  compensating  balance,  states: 

"Notwithstanding  Pulton's  possible  expectations,  available 
information  discloses  that  the  services  provided  by  Fulton 
exceeded  Fulton's  calculated  return  on  the  Calhoun  deposits. 
In  fact,  Fulton  provided  Calhoun  with  correspondent  services 
at  a  net  loss." 

Were  the  correspondent  bank  relationships  of  your  bank  examined 
by  national  bank  examiners  during  this  period?  Were  the  correspondent 
accounts  of  your  bank  criticized  by  bank  examiners? 

5.  Please  provide  the  Subcommittee  with  copies  of  your  annual 
reports  for  the  years  1970  to  1977. 

6.  Please  provide  the  Subcommittee  with  copies  of  the  written  policies 
at  your  bank  regarding  the  separation  of  departments,  i.e.,  how  is 
Information  shared  among  your  lending  officers,  your  trust  department, 
your  correspondent  bank  department,  and  your  real  estate  department? 

7.  In  discussing  a  conversation  with  Mr.  Lance,  your  officer  J.  L. 
Phillips  noted  for  the  record  on  December  31,  1974: 

"He  had  offered  57  acres  of  land  worth,  he  said,  minimum  of 
2  to  $3,000  an  acre  in  lieu  of  additional  stock  in  the  bank; 
however ,  this  offer  was  conditioned  on  our  not  recording  the 
deed.   For  this  reason,  we  preferred  additional  stock  which 
he  will  send  us  in  the  next  few  days."  (Emphasis  added) 

Please  provide  the  Subcommittee  with  your  bank's  written  policies 
regarding  recordation  of  deeds  taken  as  collateral. 

8.  The  Comptroller's  records  reflect  that  on  May  14,  1975,  the 
Fulton  National  Bank  transferred  loans  of  the  following  people  to  the 
National  Bank  of  Georgia:   Mr.  James  B.  Langford;  Mr.  Bill  Mathews;  and 
Mr.  R.  Merrill  Dobbs. 

Why  were  the  loans  transferred  and  at  whose  initiative? 

9.  Please  provide  the  Subcommittee  with  a  copy  of  your  bank's  internal 
regulations  regarding  the  deposits  required  in  a  correspondent  account  in 
order  to  justify  dollars  spent  in  providing  services. 

Because  of  ongoing  legislative  hearings,  your  earliest  response  will 
be  appreciated. 

Sincerely, 


,ermain 
P^a^K'man 
FJStG:tuLr 
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The  Honorable  Fernand  J.  St  Germain 
U.  S.  House  of  Representatives 
Subcomnittee  of  Financial  Institutions 
Supervision,  Regulation  and  Insurance 

of  the  Committee  on  Banking,  Finance 

and  Urban  Affairs 
Washington,  D.  C.  20515 

Dear  Congressman  St  Germain: 

Mr.  Gordon  Jones  has  requested  that  I  respond  to  your  letter  of  September  20, 
1977,  seeking  certain  information  in  connection  with  your  subcommittee's  con- 
tinuing oversight  and  legislative  responsibilities. 

While  we  wish  to  cooperate  with  your  subcommittee,  it  is  against  the  policy 
of  this  Bank  to  voluntarily  disclose  to  third  parties  information  with  respect 
to  transactions  of  the  Bank's  customers  without  the  consent  of  such  customers. 
Our  policy  in  this  regard  applies  equally  to  former  customers,  such  as  those 
which  are  the  subject  of  your  inquiry,  as  it  does  to  oux   ciirrent  customers. 
As  I  am  sure  you  recognize,  all  bankers  receive  numerous  inquiries  from 
various  governmental  entities  seeking  to  investigate  the  activities  of  their 
customers.  While  we  are  sympathetic  to  the  difficulties  which  may  be  en- 
countered in  obtaining  information  through  legal  process,  we  take  the  position, 
and  that  position  is  concurred  in  by  our  counsel,  that  our  customers  are  en- 
titled to  privacy  in  their  business  and  personal  financial  dealings  and  that 
their  confidences  expressed  to  us  should  remain  inviolate  absent  legal 
compulsion. 

The  Comptroller  of  the  Currency  has  the  legal  authority  to  examine  and  make 
copies  of  our  records  and,  in  general,  to  insist  upon  our  cooperation  in  pro- 
viding information  for  purposes  of  evaluating  o\ir  banking  practices.  Of 
necessity,  we  must  then  disclose  to  the  Comptroller  the  confidences  of  our 
customers.   The  information  referred  to  in  your   letter  was  obtained  by  the 
Comptroller  in  connection  with  such  an  investigation.  We  played  no  part  in 
disclosing  the  information  obtained  by  the  Comptroller  to  the  public.  We 
cannot,  consistent  with  our  policy  relating  to  the  confidentiality  of  our 
customers'  affairs,  supplement  and  explain  data  released  by  third  parties 
without  appropriate  legal  process. 

Though  we  must  respectfully  refuse  to  voluntarily  provide  any  information  re- 
garding the  Bank's  customers,  we  are  more  than  willing  to  cooperate  with  your 
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subcommittee  in  providing  information  regarding  Fulton  National's  internal 
operations  and  procedures.  Accordingly,  we  are  enclosing  the  following 
dociiments  covered  by  yoxir  request: 

I.   Relevant  sections  of  Fulton  National  Bank's 
Loan  Manual  which  contains  its  written  loan 
policies  (Fulton  National's  Loan  Manual  con- 
sists of  two  loose-leaf  volumes  and  is  several 
hiondred  pages  in  length). 

II.   Copies  of  the  annual  reports  of  Fulton  National 
Corporation  for  the  years  I97O-I976  (There  is  no 
1977  annual  report  since  the  year  is  not  yet 
completed.  )*<■ 

Responding  to  paragraph  6  of  your  letter  of  inquiry,  Fxilton  National  Bank,  has 
no  "written  policies.  .  .  regarding  the  separation  of  departments"  as  such. 
Fulton  National's  Trust  Department  is  operated  as  a  separate  division  of  the 
Bank  supervised  by  the  Trust  Committee  of  the  Board  of  Directors  of  the  Bank 
in  accordance  with  applicable  banking  laws.  Communication  between  the  Trust 
Department  and  other  divisions  of  the  Bank  is  limited  principally  to  busi- 
ness referrals.  For  example,  if  a  lending  officer  of  the  Bank  learns  that 
one  of  his  customers  is  in  need  of  trust  services,  we  would  hope  he  would 
communicate  that  fact  to  a  Trust  Department  officer.  Other  departments  of 
the  Bank  communicate  and  share  information  with  each  other  when  necessary  to 
serve  the  needs  of  the  Bank's  customers.  For  example,  if  a  commercial  cus- 
tomer of  the  Bank  approached  a  commercial  lending  officer  with  a  proposal 
for  a  real  estate  loan,  the  commercial  officer  and  an  officer  from  the  Bank's 
Real  Estate  Department  would  probably  work  together  to  service  that  customer's 
needs. 

The  seventh  paragraph  of  your  letter  requests  information  on  the  Bank's 
written  policies  with  respect  to  recordation  of  security  deeds.  Fulton 
National  has  no  written  policy  dealing  specifically  with  that  limited  sub- 
ject. However,  Fulton  National's  Loan  Manual  does  provide  instructions  to 
lending  officers  with  respect  to  perfection  of  security  interests  in  any  col- 
lateral taken,  and  it  is  assumed  in  those  instructions  that  Fulton  National's 
security  interests  in  such  collateral  will  be  perfected.  It  is  our  under- 
standing that  to  perfect  a  security  interest  in  land  in  Georgia,  a  security 
deed  must  be  recorded. 

Finally,  paragraph  9  of  your  letter  requests  information  regsirding  Fulton 
National's  "internal  regulations  regarding  the  deposits  required  in  a  corres- 
pondent account  in  order  to  justify  dollars  spent  in  providing  services". 
Here  again,  there  are  no  internal  regulations  as  such  relating  to  this  sub- 
ject. Fulton  National  periodically  reviews  all  correspondent  bank  accounts 
and  compares  benefits  derived  by  Fulton  National  from  the  deposit  with  the 
cost  of  providing  services  to  the  correspondent  bank.   This  analysis  is 
based  on  the  then  current  value  of  interest-free  deposits  and  an  approxi- 
mation of  the  actual  costs  incurred  in  providing  services  during  the  period 
covered  by  the  analysis. 

*-Annual  reports  available  at  Subcommittee. 
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October  3,  1977 


We  hope  the  foregoing  information  will  assist  you  in  your  subcommittee's 
deliberations.  If  you  or  your  staff  have  any  questions  about  the  informa- 
tion provided  above  or  about  any  of  the  enclosed  documents,  I  will  be 
happy  to  discuss  them  with  you. 


HLM:mbs 


Enclosures 
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THE  FULTON  NATIONAL  BANK 

LOAN  POLICY 

INDIVIDUAL  AUTHORITY 

1.  All  loan  officers  assigned  to  the  Banking  Group  have  individual  unsecured 
authority  to  $5,000.  All  others  will  handle  loans  through  a  loan  officer 
only. 

2.  Certain  loan  officers  shall  have  individual  unsecured  authority  in  excess  of 
$5,000  as  indicated  by  specific  designation  by  the  President  of  the  bank. 

3.  All  loan  officers  have  individual  authority  to  make  installment  loans  over 
their  limits  when  secured  by  an  automobile  or  an  F.H.A.  improvement  loan 
when  handled  in  accordance  with  our  regular  policy  for  installment  loans  as 
issued  from  time  to  time.   They  may  also  make  loans  in  excess  of  their 
individual  authority  when  secured  by  assignment  of  savings  accounts,  savings 
certificates,  cash  surrender  value  of  life  insurance,  and  share  accounts  of 
savings  and  loan  association  in  the  Metropolitan  Area  of  Atlanta,  as  well  as 
when  secured  by  stocks  and  bonds  in  compliance  with  instructions  contained  in 
the  Loan  Manual  of  this  bank. 

However,  no  additional  loan,  unless  fully  secured  as  provided  in  this  section, 
can  be  made  if  such  a  loan  will  mean  the  total  indebtedness  will  exceed  the 
individual  authority. 

For  example:   Assuming  an  individual  authority  of 
$25,000  and  present  outstandings 
totaling  $25,000  (secured  or  un- 
secured), no  new  advance  may  be  made 
unless  fully  secured  as  provided  for 
in  this  section. 
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4.  When  a  loan  is  unusual  as  to  size,  maturity  or  nature,  the  loan  must  be 
discussed  with  a  commercial  loan  Senior  Vice  President  or  Vice  President. 
(See  additional  Management  Policy  statements  on  loans  that  are  now  current 
and  as  issued). 

5.  Officers  making  loans  within  their  lending  authority  should  report  such  loans 
on  Form  234  (Rev.),  (Exhibit  A),  showing  all  the  information  required  thereon 
which  is  pertinent  to  the  loan,  placing  N/A  on  any  blank  lines.   These  forms 
should  be  manually  signed  by  the  officer  with  his  complete  name,  officer 
number,  and  the  name  and  number  of  his  profit  center  shown  immediately  below 
his  signature.   The  original  of  such  report  will  be  forwarded  to  the  Credit 
Department  to  be  included  in  the  customer's  credit  file. 

6.  When  a  loan  is  declined,  the  officer  doing  so  will  write  a  green  sheet  for 
the  credit  file,  giving  details  as  to  the  particulars  involved  and  his  rea- 
sons for  declining  it.   Borderline  situations  should  be  discussed  with 
another  officer  before  a  loan  is  declined. 
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LOAN  COMMITTEES 
The  following  constitute  the  Loan  Committees  of  the  Bank  and  their  authorities: 


SENIOR  LOAN  COMMITTEE 
Members: 


H.  L.  Megar,  Chairman 
Jack  Burton 
Frank  Burke 


John  Clark 
Rame  Coombes 
Frances  Sammons 


Authority :     All  loan  requests  exceeding  $500,000.   Review  all  loans  exceeding 
$100,000  which  were  presented  and  approved  by  any  other  Committee. 

Procedures :     a)   Credit  Department  will  furnish  copies  of  minutes  of  other 
Committees  to  this  Committee  for  review. 

b)  The  Credit  Department,  if  requested,  will  have  available 
any  loan  package  that  the  Committee  might  wish  to  review. 

c)  If  there  is  a  dissenting  vote,  the  Chairman  will  refer  the 
loan  to  the  Senior  Review  Committee. 

Quorum:        Any  three  of  the  above-named  committee  members  will  constitute  a 
quorum. 

Attendance :    Any  officer  presenting  a  loan  to  this  Committee,  together  with  his 
Division  Head  or  Department  Manager. 


Place: 


Each  Friday,  8:30  A.M.,  in  the  Board  Room. 


REGIONAL-NATIONAL  COMMITTEE 
Members : 


Jack  Burton,  Chairman 
T.  LaMar  Sheats 
Harrison  Jones 


John  Clark 
Rame  Coombes 
Joe  Clamon 


Authority:     All  loan  requests  generated  from  the  Regional  and  National  Division 
up  to  and  including  $500,000. 

Procedure :      If  there  is  a  dissenting  vote,  the  Chairman  will  refer  the  loan  to 
the  Senior  Loan  Committee. 

Quorum:        Any  three  of  the  above-named  committee  members  will  constitute  a 
quorum. 


Each  Monday,  8:30  A.M.,  in  the  Board  Room. 
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REAL  ESTATE  LOAN  COMMITTEE 
Members : 


Authority: 


H.  L.  Megar,  Chairman 
Jack  Burton 
Frances  Sammons 


Jim  Murphy 
John  Clark 


All  loan  requests  generated  from  the  Real  Estate  Division  up  to 
and  including  $500,000. 

If  there  is  a  dissenting  vote,  the  Chairman  will  refer  the  loan 
to  the  Senior  Loan  Committee. 


Any  three  of  the  above-named  committee  members  will  constitute  a 
quorum. 


Place: 


Each  Wednesday,  8:30  A.M.,  at  B.M.A. 


THE  REAL  ESTATE-PROPERTIES  COMMITTEE 


H.  L.  Megar,  Chairman 
Frances  Sammons 
John  Clark 


B.  E.  Mitchum 
R.  S.  Vlhigham 


Each  month  on  the  15th  (or  the  first  business  day  thereafter), 
at  3:30  P.M.,  Real  Estate  Department,  Northlake  Office  Park. 


METROPOLITAN  COMMITTEE 
Members : 


Authority: 


Frank  Burke,  Chairman 

Charles  Wood 

Harold  Hobgood 

James  Dewberry 

Bob  Rhodes 

Herb  McKoy 

LaRue  Cribb 


Larry  Middlebrooks 
Arnold  Johnson 
Sonny  Farris 
Gene  Casey 
Dick  Suever 
Rame  Coombes 
Ed  Renn 


All  loan  requests  over  $100,000  (except  as  specified  for  Branch 
Group  Officers)  generated  from  within  the  Metropolitan  Division 
up  to  and  including  $500,000. 

If  there  is  a  dissenting  vote,  the  Chairman  will  refer  the  loan 
to  the  Senior  Loan  Committee. 


Any  four  of  the  above-named  Committee  members  will  constitute  a 
quorum. 


Each  Thursday,  8:30  A.M.,  in  the  Board  Room. 
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The  following  Branch  Group  Officers  will  have  authority  to  approve  loans  up  to 
and  Including  $200,000  when  the  specified  officers  agree  on  the  credit: 

Central  Area  Group  and  South  Fulton  Group 

The  Branch  manager  plus  James  Dewberry  and  Harold 
Hobgood  or  either  of  the  latter  two  with  Charles 
Wood 

North  Fulton  Area  Group 

The  branch  manager  plus  LaRue  Cribb  and  Larry 
Mlddlebrooks  or  either  of  the  latter  two  with 
Charles  Wood 

Dekalb  County  Area  Group 

The  branch  manager  plus  Arnold  Johnson  and  Sonny 
Farris  or  either  of  the  latter  two  with  Charles 
Wood 

Decatur  Office 

Bob  Rhodes  with  Sonny  Farris  or  Arnold  Johnson 
or  Charles  Wood 

1.  The  Credit  Department  will  be  responsible  for  the  taking  and  writing  of  all 
minutes  for  all  Cotamittees  with  the  exception  of  the  Real  Estate-Properties 
Committee. 

2.  On  all  loans  being  presented  to  all  Committees,  the  Loan  Information  Sheet 
must  be  signed  by  the  Profit  Center  Manager  and  Area  Supervisor  (in  the  case 
of  Retail  Loans)  or  the  Division  Head.   On  any  loan  presented  from  areas 
other  than  Retail,  the  Officer  responsible  for  the  loan,  together  with  that 
Officer's  Department  Head,  or  in  the  Department  Head's  absence,  the  Division 
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.lead  will  sign  the  Loan  Information  Sheet.   If  a  Department  Manager  (other 
than  Retail  Department)  is  presenting  a  loan,  then  the  Loan  Information 
Sheet  should  be  signed  by  the  Department  Manager  together  with  the  Division 
Head.   By  adhering  to  the  above  procedure,  this  indicates  that  the  Profit 
Center  Manager  and/or  Division  Head  has  reviewed  and  does  approve  the  loan 
being  submitted.   In  the  past,  there  have  been  a  few  occasions  in  which 
loans  were  being  submitted  to  a  committee  without  the  knowledge  or  approval 
of  the  Department  Manager  and/or  the  Division  Head. 

3.  Mr.  H.  L.  Megar  will,  from  time  to  time,  attend  any  loan  committee  meeting 
as  a  member. 

4.  The  Chairman  of  each  committee  will  appoint  another  member  of  his  respective 
committee  to  act  in  his  absence. 

5.  When  expedience  requires,  a  loan  may  be  made  in  excess  of  individual  author- 
ity, provided  the  loan  is  presented  to  the  respective  committee  at  its  next 
scheduled  meeting.   This  action  should  be  required  very  seldom  and  the  loan 
should  meet  every  test  of  bank  loan  policy  and  sound  credit. 

6.  All  loans  to  contractors,  engineers  or  architects  in  excess  of  officer's 
lending  authority  must  have,  without  exception,  committee  approval  before 
being  committed  or  made. 

7.  No  unsecured  loans  will  be  made  to  officers  of  other  metropolitan  Atlanta 
banks,  holding  companies  or  affiliates,  or  savings  and  loan  associations 
without  prior  approval  of  the  Senior  Loan  Committee. 

8.  In  order  to  achieve  a  more  uniform  presentation,  and  at  the  same  time  give 
the  members  of  the  various  Loan  Committees  enough,  pertinent  information  to 
effectively  review  the  loan  request,  the  minimum  requirements  listed  below 
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should  be  followed. 

For  Lines  and/or  Loans  (other  than  term): 

A.  Loan  Information  Sheet,  Form  308,  properly  completed. 

B.  Loan  Rating  Sheet. 

C.  Last  three  years'  fiscal  financial  statements,  properly 
spread. 

D.  Current  personal  financial  statements  for  endorsers/ 
guarantors,  if  applicable. 

E.  Short  memo  on  the  nature  of  the  business. 

F.  After-tax  Return  on  Capital. 

G.  Any  additional  information  the  Loan  Officer  feels  is 
pertinent  to  the  presentation  of  his  request. 

For  Term  Loans  and  Leases: 

A.  Loan  Information  Sheet,  Form  308,  properly  completed. 

B.  Loan  Rating  Sheet. 

C.  Last  three  years'  fiscal  financial  statements,  properly 
spread.   (Five  years  would  be  preferable) 

D.  Projections  for  the  next  three  years,  when  the  term  ex- 
ceeds four  years  and  the  dollar  amount  is  $250,000  or 
greater.   Where  practical,  the  projections  are  to  be  fur- 
nished by  the  borrower.   However,  if  this  is  not  possible, 
the  Credit  Department  has  a  program,  and  with  the  proper 
data,  can  prepare  these  projections  for  you. 

E.  Current  personal  financial  statements  for  endorsers/ 
guarantors,  if  applicable. 

F.  Short  memo  on  nature  of  the  business. 

G.  After-tax  Return  on  Capital. 

H.   Any  additional  information  the  Loan  Officer  feels  is 
pertinent  to  the  presentation  of  his  request. 

Loan  material  should  be  given  to  the  Credit  Department  no  later  than  12:00  Noon, 

two  days  prior  to  the  day  of  presentation.   Certain  exceptions  to  this  include 

such  actions  as  needed  to  acquire  a  new  customer  or  accommodate  immediate  needs 

of  a  valued  relationship.   Line  or  loan  renewals,  as  a  general  rule,  will  not  be 

considered  exceptions,  and  the  loan  information  sheet  and  supporting  material 
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must  be  complete  and  accurate.   Delivering  the  material  to  the  Credit  Department 
prior  to  the  meeting,  allows  for  proper  review  and  preparation  of  such  material. 
It  may  be  necessary  for  the  Credit  Department  to  refuse  loans  for  presentation 
if  it  is  felt  that  they  do  not  comply  with  the  stipulations  above. 

9.   Officers  presenting  loans  or  lines  of  credit  to  the  Conmiittee  must  have  a  Loan 
Information  sheet  form  No.  308  (Exhibit  B)  with  all  spaces  filled  in  or  NA 
(Not  Applicable)  placed  in  spaces  without  the  information  called  for.   In 
case  of  emergencies  the  Committee  will  act  without  a  sheet,  provided  the  officer 
has  sufficient  information.   The  officer  must  prepare  a  sheet  and  send  it  to 
the  secretary  after  the  meeting;  otherwise,  no  minute  of  approval  will  be  re- 
corded, and  the  loan,  if  made,  will  be  regarded  as  unapproved.   All  officers 
presenting  loans  must  have  made  a  careful  and  thorough  investigation  of  the 
proposed  loan  and  be  familiar  with  all  the  facts  concerning  the  loan  and  the 
applicant  and  have  all  necessary  documentation  at  hand  when  making  the  presen- 
tation.  In  other  words,  do  all  your  homework  before  presenting  the  loan. 

10.  All  loans  being  presented  to  the  Loan  Committee  must  be  recommended  by  the  off- 
icer presenting  them.   With  prior  approval  of  the  Chairman,  certain  declined 
loans,  due  to  size,  applicant  or  policy,  may  be  disclosed  to  the  Committee.   The 
Committee  members'  approval  of  loans  is  based  on  information  given  in  the  pre- 
sentation, and  for  this  reason  the  officer  presenting  the  loan  is  responsible 
for  the  adequacy  of  the  information  both  as  to  quality  and  quantity.   The  pre- 
sentation should  bring  out  all  the  facts  both  good  and  bad,  and  under  no  cir- 
cumstances should  any  unfavorable  information  be  withheld  in  an  effort  to  sell 
the  Committee  on  a  loan. 

11.  The  presentation  of  loans  should  follow  a  uniform  pattern,  and  the  presenter 
should  not  be  interrupted  while  he  makes  the  presentation  as  follows: 

a)  The  presenter  should  read  the  information  sheet. 

b)  The  statement  is  presented  by  first  giving  the  current  assets, 
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current  liabilities  and  net  worth,  followed  by  the  reading  of  the 
detailed  figures  on  the  statement.   Any  material  changes  in  the 
comparative  financial  statements  should  be  disclosed  to  the 
Committee. 

c)  Profit  and  loss  figures  are  given,  also  a  statement  as  to 
how  they  compare  with  prior  years. 

d)  On  a  loan  to  a  closely  held  corporation  (one  where  ownership  is 
limited  to  a  very  small  number  of  stockholders)  it  will  be  as- 
sumed that  the  loan  presented  will  be  either  endorsed  or  guar- 
anteed by  the  principals.   (See  form  69  -  Exhibit  G).   If  such 
is  not  the  case  this  must  be  specifically  pointed  out  by  the 
presenter  of  the  loan  at  the  time  of  presentation. 

e)  The  presenter  may  then  make  any  other  comments  he  feels  perti- 
nent to  the  loan.   At  this  point  any  officer  may  ask  the  pre- 
senter a  questioa  or  make  any  comment  or  suggestion  about  the 
loan  that  would  be  helpful.   After  a  free  discussion,  the 
Chairman  will  ask  for  a  vote. 

12.  (a)   At  the  close  of  each  presentation  of  a  loan,  the  Chairman  will  ask  for 

any  dissenting  votes;  and  if  none  is  recorded,  the  loan  stands  approved. 
If  there  is  a  dissenting  vote,  and  the  Chairman  feels  the  loan  should  be 
considered  further,  the  guidelines  of  the  various  committees  should  be 
followed.   (See  pages  3  &  4). 

(b)   The  Chairman  may  also  defer  the  approval  of  a  loan  if,  in  his 
opinion,  the  loan  in  question  does  not  meet  all  policy  stand- 
ards.  He  shall  report  to  the  next  meeting  as  to  the  final 
decision  on  the  policy  question. 

13.  No  loans  will  be  recorded  by  the  Committee  secretary  in  the  official  minutes  of 
the  Committee  unless  file  information  is  adequate  and  a  completed  loan  informa- 
tion sheet  is  submitted.   Manager  of  the  Credit  Department  must  approve  the  ade- 
quacy of  the  file  information. 

14.  Officers  making  loans  are  responsible  for  them  both  from  the  viewpoint  of  being 
either  approved  by  the  Loan  Committee  or  properly  secured  and  conforming  with 
all  regulations  from  the  time  they  are  made  until  they  are  paid.   If  a  loan  is 
not  paid  within  the  time  for  which  it  was  approved,  the  Officer  responsible 
must  have  it  approved. 

15.  The  Finance  Committee  meets  each  month  on  the  second  Thursday  (following  the 
Directors'  Meeting)  and  reviews  the  actions  of  the  Senior  Loan  Committee  by 
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going  over  the  minutes  of  the  various  Committee  meetings.   The  Finance 
Committee  will  have  available  to  them  the  weekly  loan  sheets  and  past-due 
reports.   The  credit  files  of  customers  whose  loans  or  lines  are  under 
review  will  also  be  available  for  the  Finance  Committee  to  inspect,  and  the 
Chairman,  Division  Credit  Policy  Head  and  the  Secretary  of  the  Senior  Loan 
Committee  will  be  present  to  answer  any  questions  or  furnish  any  information 
that  may  be  requested. 

GENERAL  LOAN  POLICY  STATEMENT 

I.   Consideration  for  loan  applications  from  nondeposit  customers  should  be  in 
light  of  the  prospects  of  obtaining  an  account  with  the  amount  of  balances 
expected  to  be  carried,  also  whether  the  account  will  be  permanent  and 
profitable.   We  make  a  number  of  installment  loans  at  discount  rates  for 
nondeposit  customers;  however,  these  borrowers  are  good  prospects  for 
deposit  accounts  and  other  services  of  the  bank  and  should  be  solicited. 

II.   Our  first  obligation  is  to  our  depositors  to  keep  their  funds  safe  and  to 
make  only  good,  sound  loans. 

III.   Our  next  obligation  is  to  our  stockholders  who  charge  us  with  the  responsi- 
bility of  making  not  only  sound  loans  but  profitable  ones  as  well. 

IV.   The  interest  rate  that  may  be  charged  or  the  balance  in  an  account,  while 
both  are  desirable,  should  not  influence  us  to  make  unsound  loans. 

V.   While  the  above  statements  are  a  part  of  the  foundation  of  our  loan  policy, 
there  are  also  other  important  factors  from  the  Bank's  point  of  view  to 
consider,  such  as: 
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(a)  Ratio  of  loans  to  deposits  and  to  capital  accounts; 

(b)  Diversification  of  loans  by  type:   personal,  commercial, 
industrial,  real  estate,  etc.; 

(c)  Further  diversification  within  each  type  or  class; 

(d)  Diversification  as  to  maturities; 

(e)  Earnings  from  loans  and  cost  of  making  and  servicing. 

There  are  a  number  of  types  of  loans  that  may  be  good  from  a  credit  viewpoint 
but  may  or  may  not  fit  into  the  Bank's  lending  policy  at  a  given  time.   Pre- 
ference should  be  given  present  customers.   Since  most  of  our  deposits  are 
payable  on  demand,  long-term  loans  should  be  considered  only  when  the  customer 
relation  would  make  it  worthwhile.   It  is  not  our  normal  policy  to  make  in- 
ventory loans  except  when  such  inventory  is  stored  under  independent  warehouse 
arrangements.   There  are  some  exceptions  approved  from  time  to  time,  such  as 
floor  planning  certain  products,  the  sale  of  which  will  be  a  source  of  retail 
paper  carrying  discount  interest  rates  for  our  Installment  Loan  Department. 
There  are  other  types  of  loans  for  which  our  policy  will  change  with  the  supply 
and  demand  of  available  money.   You  will  be  notified  of  policy  changes  as  conditions 
change.   Some  of  these  types,  we  handle  all  along  in  light  of  loan  relationships, 
balances  maintained,  fees,  interest  rates,  sources  of  other  business,  etc.   Line 
increases  and  new  relationships  will  be  considered  in  light  of  money  conditions 
at  the  time. 

Generally  our  trade  area  for  personal  loans  is  limited  to  the  metropolitan 
area  of  Atlanta,  which  is  defined  as  a  50-mile  radius  of  the  bank.   Commercial 
loans,  those  to  our  national  account  customers  and  those  loans  sent  to  us  by 
correspondent  banks,  may  extend  to  a  wider  area. 
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VII.   It  is  our  policy  to  make  loans  direct  with  the  borrower,  to  discount  notes 
for  our  customers,  with  full  recourse,  but  not  to  purchase  notes  from 
others  even  though  the  makers  may  be  our  customers.   There  are  some  ex- 
ceptions to  this  rule  that  will  permit  the  purchase  of  paper  without  re- 
course, but  such  exceptions  are  to  be  approved  by  the  Loan  Committee. 

VIII.   Loans  made  to  a  given  customer  at  more  than  one  office  create  a  duplication 
of  efforts  and  in  some  cases  lead  to  trouble  and  eventual  charge-offs. 
Hereafter,  all  loans  to  one  customer  will  be  concentrated  at  the  office  at 
which  his  principal  business  is  transacted.   If  an  existing  customer  of  one 
office  requests  extension  of  credit  at  another  office  the  lending  officer  will 
check  immediately  with  the  officer  where  the  customer  transacts  his  principal 
business,  and,  if  the  manager  concurs,  the  loan  will  be  made  and  forwarded 
to  the  office  where  the  main  relationship  exists. 

This  does  not  apply  to  discounts  where  reliance  is  placed  solely  on  the 
endorser. 

IX.   Maturities  should  be  placed  on  single-payment  notes  commensurate  with 

agreed-upon  terms  of  repayment,  preferably  a  maximum  of  90  days.   Longer 
maturities  should  be  used  only  with  well-secured  notes  or  unsecured  notes  of 
well-rated  borrowers,  with  a  clearly  understood  repayment  agreement.   Without 
prior  Committee  approval  no  loans  will  be  handled  on  a  demand  basis  unless 
properly  secured.   Demand  maturities  should  be  used  only  with  well-secured 
notes  or  notes  that  the  demand  feature  adds  to  the  ease  of  handling.   In 
the  latter  case  there  must  be  a  plan  of  follow-up  so  that  the  loan  comes  to 
the  attention  of  the  handling  officer  at  frequent  intervals. 
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A  list  of  customers  who  are  delinquent  in  paying  their  demand  interest  will 
be  circulated  among  the  officers  each  month;  for  it  is  the  responsibility 
of  the  handling  officer  to  collect  delinquent  interest  on  his  demand  notes. 

X.   Alteration  of  a  note  may  affect  its  negotiability.   Consequently  alterations 
should  be  avoided.   If  a  change  is  made  on  a  note  before  it  is  handled  and 
accepted  by  the  bank,  all  parties  to  the  instrument  (including  endorsers  or 
guarantors)  must  initial  each  change.   Of  course,  after  a  note  is  accepted 
by  the  bank  no  change  or  alteration  may  be  made  on  the  instrument.   The  same 
rule  applies  to  any  supporting  documents  in  connection  with  the  transaction. 

XI.   Basic  credit  factors  to  be  considered  in  making  personal  loans: 

(a)  Character  of  the  applicant. 

1.  Past  paying  record  with  us  and  others; 

2.  General  reputation  and  habits; 

3.  Is  the  purpose  of  the  loan  a  legitimate  one? 

(b)  Vocational  characteristics. 

1.  Industry  and  employer; 

2.  Key  employee  or  propsect  to  become  key  employee  of 
good  customer  or  prospect; 

3.  Ability  to  do  quality  and  quantity  of  work  required; 

4.  Stability  of  employment. 

(c)  Financial  characteristics. 

1.  Assets; 

2.  Liabilities; 

3.  Adequate  income. 
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(d)  Personal  Characteristics. 

1.  Number  of  dependents; 

2.  Stability  of  residence. 

(e)  Loan  characteristics. 

1.  Collateral  and  the  stability  of  its  value  and  saleability; 

2.  Maturities. 

(f)  Source  of  funds  to  repay  the  loan. 

Sunniarizing  the  above,  we  should  be  satisfied  as  to  the  character  and 
stability  of  the  applicant,  the  purpose  for  which  the  proposed  borrower  seeks 
the  loan,  and  the  earning  ability  to  care  for,  without  undue  hardship,  the 
applicant's  cost  of  living  and  existing  debts  plus  the  loan  being  considered, 
and  we  should  place  more  importance  on  the  ability  to  repay  than  the  current 
value  of  the  collateral.   (See  also  Information  Required  for  Personal  Loans  - 
Loan  Policy  Supplement  No.  1). 

Federal  Reserve  Regulation  B  makes  it  unlawful  to  discriminate  against  any 
applicant  for  credit  on  the  basis  of  race,  color,  religion,  national  origin, 
sex,  marital  status  or  age  (provided  that  the  applicant  has  the  capacity  to 
enter  into  a  binding  contract).   It  is  the  policy  of  the  bank  to  adhere  to 
all  consumer  regulations  such  as  Regulation  B,  Regulation  Z,  Fair  Credit 
Reporting,  etc. 

XII.   Credit  factors  to  be  considered  in  evaluating  a  commercial  loan  application: 

(a)  Character  of  management; 

(b)  Evaluation  of  the  need  for  and  future  prospects  of  the  type  industry 
in  our  economy. 
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(c)  How  does  the  particular  business  rank  within  the  industry  as  to  size, 
sales,  quality,  profits,  capital,  growth  trends,  future  possibilites, 
and  general  reputation; 

(d)  Previous  performance  records  indicating  a  successful  and  profitable 
operation  of  the  business; 

(e)  Ability  of  management  to  operate  an  efficient  business; 

(f)  Age,  habits,  and  general  health  of  management,  as  well  as  future 
succession; 

(g)  Capital  invested  and  its  sufficiency  to  meet  the  requirements  for 
fixed  assets,  as  well  as  working  funds; 

(h)  Is  the  purpose  of  the  loan  sound  and  practical? 

(i)  When  and  from  what  source  will  it  be  repaid?   (With  emphasis  on 
adequacy  of  cash  flow,  if  required). 

(j)  Collateral  characteristics. 

1.  Stability  and  durability; 

2.  Marketability  and  possibility  of  fluctuations  in  value; 

3.  Value  under  forced  sale. 

XIII.   Policy  on  Director's  and  Related-Interest  Loans: 

The  bank  will  make  loans  to  its  Directors  and  their  related  interests  on  the 
same  interest  rate,  terms  and  credit  criteria  that  it  would  for  other  good 
customers  of  the  bank.   The  primary  limiting  criteria  should  be  credit 
quality,  adequacy  of  collateral  and  a  plan  for  repayment. 

XIV.   All  of  the  credit  factors  mentioned  above  must  be  considered  in  light  of 

facts  and  information  obtained  from  reliable  sources.   The  information  must 
be  properly  recorded  and  filed  in  the  applicant's  credit  file  to  support 
our  loans  and  for  use  in  future  loan  applications.   The  more  factual  infor- 
mation we  have  concerning  a  customer,  the  better  we  can  serve  him.   The 
quality  of  information  contained  in  the  credit  files  is  much  more  desirable 
than  the  quantity.   The  greater  part  of  our  loan  losses  in  the  past  were  the 
result  of  approving  loans  without  all  the  information  needed  to  properly  do 
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so  or  failing  to  use  the  information  which  we  already  had  or  was  available 
to  us.   Customer  mismanagement  of  business,  either  through  incompetence 
ignorance  or  neglect,  is  a  much  greater  credit  hazard  and  cause  of  loss 
than  dishonesty  of  the  customer.   The  quality  of  our  loans  depends  on  the 
quality  of  our  credit  files  and  the  diligence  of  the  loan  officer.   Infor- 
mation obtained  may  soon  be  forgotten  unless  properly  recorded  in  credit 
files.   Proper  information  is  the  best  tool  a  lending  officer  can  use  in 
granting  credit. 

Instructions  and  procedures  to  be  followed  and  forms  to  be  used  in  handling 
loans  of  various  types  are  being  prepared  for  the  guidance  and  use  of  all 
lending  officers.   These  must  be  followed  in  order  that  our  loan  program 
will  be  uniform  in  all  offices  and  the  Bank's  loan  policy  strictly  adhered 
to. 

It  will  be  the  responsibility  of  each  holder  of  a  LOAN  MANUAL  to  see  that 
it  is  properly  maintained  and  kept  in  useful  condition  at  all  times. 

THE  LOAN  MANUAL  is  the  property  of  the  Bank,  and  should  a  holder  of  the 
Manual  leave  the  employment  of  this  Bank,  the  Manual  should  be  returned  to 
the  Credit  Department. 
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LOAN  POLICY 
Supplement  No.  1 


INFORMATION  REQUIRED  FOR  PERSONAL  LOANS 

The  foundation  of  extending  credit  is  true  factual  information  concerning 
the  borrower's  character,  debt-paying  habits,  ability  to  earn,  existing 
debt  and  assets.   It  has  been  our  policy  to  require  a  statement  on  all  loans 
of  $1,000  and  over;  and  in  a  number  of  cases,  our  files  contained  a  state- 
ment without  other  information.   Most  of  our  personal  loans  of  $100  and  up 
that  are  open  or  secured  by  depreciable  assets  are  based  upon  the  borrower's 
ability  to  earn  rather  than  his  financial  statement.   In  view  of  this,  we 
should  put  more  stress  upon  knowing  about  the  stability  of  his  earnings  and 
job,  his  paying  habits,  what  he  already  owes,  and  how  these  debts  are  payable, 
rather  than  a  balance  sheet. 

In  the  future,  all  personal  loans  that  are  not  secured  by  stable  collateral, 
such  as  good  marketable  securities  or  cash  value  of  life  insurance,  must  be 
supported  by  a  file  containing  current  factual  information  verifying  and 
considering  employment,  earnings,  debts  and  paying  record.   On  loans  over 
$5,000,  we  must  have  a  current  financial  statement  or  a  waiver  properly 
approved,  as  well  as  the  information  mentioned  above.   Our  Form  456 
(Exhibit  C)  was  designed  for  the  Installment  Loan  Department  but  may  be  used 
for  time  loans  also.   This  form,  together  with  a  credit  service  report,  will 
actually  be  better  for  borrowers  with  modest  means  than  a  financial  statement. 

We  have  some  loans  which  are  now  less  than  $5,000  that  were  for  larger 
amounts  when  made  and  were  supported  by  financial  statements  which  are  now 
out  of  date.   Such  loans  files  may  be  kept  current  by  getting  a  current  credit 
service  report;  or  if  the  officer  handling  is  familiar  with  the  borrower's 
situation,  he  may  update  the  file  with  a  green  sheet  memo  concerning  the 
borrower's  present  situation.   Renewing  existing  loans  without  the  current 
facts  can  result  in  a  loss  the  same  as  making  a  new  loan  on  stale  file  in- 
formation.  Many  of  our  loan  losses  are  caused  by  officers  acting  upon  past 
experience  of  the  borrower  with  us  rather  than  his  present  situation.   Let 
all  of  your  lending  decisions  and  actions  be  made  on  the  basis  of  all  the 
facts  concerning  the  borrower's  current  situation.   Too  little  information 
can  be  as  hazardous  as  that  which  is  too  old.   Loans,  the  repayment  of  which 
is  predicated  on  borrower's  income,  should  be  on  a  monthly  repayment  basis. 
First,  it  makes  a  better  loan;  second,  we  make  more  money. 
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LOAN  POLICY 
Supplement  No.  2 


EMPLOYEE  LOANS 

The  following  procedures  will  be  used  in  handling  employee  loans: 

1.   (a)   Loan  applications  of  branch  office  personnel  will  be  handled 

by  the  Branch  Manager  who  will  have  authority  to  approve  or 

disapprove  loan  requests  up  to  $5,000. 

(b)  Requests  for  credit  reports  needed  on  branch  office  personnel 
will  be  handled  through  Compensation  Section  of  the  Personnel 
Department.   The  branch  officer  handling  the  employee  loan 
application  will  call  in  necessary  credit  information  to 
Compensation  Section  of  Personnel  Department.   They  will  review 
the  personnel  folder  of  the  applicant  to  determine  if  any 
recent  credit  information  is  available.   If  not,  they  will  run 
a  credit  check  and,  in  either  case,  will  phone  the  information 
to  the  branch  officer  handling  the  application. 

(c)  If  the  Branch  Manager  approves  the  employee  loan,  the  note  and 
other  collateral  documents  will  be  executed  at  the  branch.   The 
branch  office  should  use  a  debit  to  its  Main  Officn  account  for 
the  purpose  of  disbursing  the  loan  proceeds  to  the  employee. 

A  copy  of  the  debit,  together  with  the  note  form  and  all  other 
documents,  should  be  forwarded  promptly  to  the  Main  Office 
Installment  Loan  Department  for  servicing.   This  procedure  will 
be  followed  for  both  L  &  D  loans  and  installment  loans. 

(d)  If  loan  cannot  be  granted,  the  Branch  Manager  will  counsel  with 
the  employee  and  explain  reasons  why  loan  cannot  be  granted, 
and  he  will  follow  up  to  see  that  a  constructive  program  is 
being  carried  out  by  the  employee. 
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2.  (a)   Loan  applications  at  Main  Office  will  be  handled  directly 

with  the  Main  Office  Branch. 

(b)  If  loan  application  cannot  be  approved  by  Main  Office  Branch 
based  on  usual  credit  criteria,  the  file  should  be  referred 
to  the  employee's  Division  Head  at  Main  Office  or  such 
person  as  may  be  designated  by  the  Division  Head. 

(c)  It  will  then  be  the  Division  Head's  responsibility  to  counsel 
with  the  employee,  recommending  approval  or  disapproval  of 
the  loan,  and  he  should  follow  up  to  see  that  the  employee 

is  carrying  out  a  constructive  program. 

3.  Loan  applications  of  Management  Trainees  will  be  handled  by  the 
Head  of  the  Management  Training  Program. 

4.  Branch  employee  loans  $5,000  or  greater,  but  not  exceeding  $7,500 
can  be  approved  by  the  Area  Supervisor.   Loans  $7,500  or  greater 
must  be  approved  by  the  Division  Head.   On  all  other  employee 

loans  in  the  Banking  Group  in  excess  of  $5,000,  Division  Head  approval 
is  required. 

On  all  Non-Banking  Group  employee  loans,  the  loan  application  must 
first  be  initialed  by  the  employee's  Division  Head.   This  is  not 
contemplated  as  credit  approved,  but  indicates  the  Division  Head 
has  knowledge  of  the  employee's  application. 

5.  It  is  the  responsibility  of  the  officer  approving  any  employee  loan 
to  notify  Compensation  Section  of  the  Personnel  Department  of  the 
amount  and  terms  of  the  loan.   This  information  is  to  be  placed  in 
the  employee's  personnel  file. 

6.  (a)   If  after  consulting  with  the  employee  the  Branch  Manager, 

Area  Supervisor,  or  Division  Head  is  unable  to  grant  the 
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loan  because  of  the  involved  financial  condition  of  the 
employee,  then  such  information  should  be  sent  to  the 
Personnel  Department  and  marked  "Confidential",  and  placed 
in  the  employee's  personnel  file, 
(b)   It  should  be  emphasized  that  we  want  to  make  it  easy  for 
employees  to  arrange  their  financing  with  the  bank  so 
long  as  the  request  is  reasonable,  is  for  a  worthwhile 
purpose,  and  the  loan  will  not  create  a  financial  burden 
to  the  employee  because  of  a  heavy  debt  load.   Also,  the 
officer  handling  the  employee's  loan  application  should 
determine  if  the  loan  request  fits  into  the  bank's  lending 
policy  and  should  satisfy  himself  of  the  borrower's  ability 
to  repay  the  loan. 

7.    Loans  to  officers  will  be  handled  in  the  following  manner: 

(a)  Loans  to  officers  in  the  Banking  Group  should  be  approved 
by  their  Division  Head  up  to  $7,500. 

(b)  Officers  in  other  Groups  may  have  their  loans  up  to  $7,500 
approved  by  one  of  the  following  on  the  recommendation  of 
their  Division  Head: 

Jack  Burton 
J.L.  Phillips 
H.L.  Me gar 
Frank  Burke 
Frances  Sammons 

(c)  Loans  over  $7,500  must  be  approved  by  two  (2)  of  the  above 
committee  members  and  any  loan  over  $100,000  must  be  ap- 
proved by  the  Senior  Loan  Committee. 

(d)  Borrowings  for  Executive  Officers  of  the  bank  are  limited 

to  $5,000  for  general  purposes,  $10,000  for  educational 

loans,  and  $30,000  for  mortgage  loans. 

Refer  to  Supplement  3  -  Guidelines  for  Officers  and  Employees  Loans. 
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LOAN  POLICY 
Supplement  3 


GUIDELINES  FOR  OFFICER  AND  EMPLOYEE  LOANS 


When  making  loans  to  Officers  and  employees,  the  following 
guidelines  should  be  followed  as  closely  as  possible. 

Unsecured  time  loans  -  should  not  exceed  twelve  months,  and 
should  be  carried  on  a  90  day  basis  with  periodic  re- 
ductions, unless  there  is  a  well-defined  reason,  such 
as  pending  the  sale  of  a  specific  asset.   Interest  rate 
should  be  87o  or  prime,  whichever  is  less. 

Secured  time  or  demand  loans  -  collateral  should  be  good, 

solid,  liquid  collateral,  properly  margined.   On  those 
loans  secured  by  collateral  other  than  "prime"  as  re- 
ferred to  above,  periodic  reductions  should  be  required 
over  a  reasonable  period  of  time.   Interest  rate  should  be 
8%  or  prime,  whichever  is  less. 

Unsecured  Installment  loans  -  should  not  exceed  36  months, 
providing  other  debt  is  not  too  heavy  and  new  loan  can 
be  easily  handled.   A  good  rule  of  thumb  is  no  more  than 
one  month's  salary  to  be  carried  over  a  twelve  month 
period.   Interest  rate  should  be  4%;  A.O. 

Secured  Installment  loans  -  the  same  guidelines  should  be  used 
as  we  now  do  for  good  customers.  Interest  rate  should  be 
4i  A.O. 

Unsecured  Demand  loans  to  officers,  employees,  and  customers  - 
against  bank  policy. 

Automobile  loans  -  no  automobile  loan  should  be  made  on  a  90  day 

basis,  unless  there  Is  some  unusual  situation,  such  as  pending 
the  sale  of  the  present  automobile,  or  other  instances  where 
within  90  days,  added  cash  is  coming  In  for  downpayment. 

Second  >fortgage  loans  -  will  be  handled  through  BMA  Investment 
Company  and  approved  in  the  same  manner  as  other  Officer, 
employee  loans  as  set  forth  In  this  memo.   Terras  are 
usually  between  5  and  10  years  with  a  maximum  of  $20,000.00 
with  approval  by  the  Senior  Officers  Loan  Committee  re- 
quired beyond  a  10  year  period.   Interest  rate  should  be 
6  A.O.  plus  out-of-pocket  expenses  Incurred. 

Except  by  prior  approval  of  the  Senior  Officers  Loan  Committee, 
there  will  be  no  secured  or  unsecured  loans  with  a  balloon  payment. 
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In  the  past  and  by  numerous  memos,  the  guidelines  have  been 
established  for  various  types  of  loans.   There  will  be  occasions 
In  which  deviations  can  be  made  from  the  above  guidelines  and  if 
an  occasion  warrants  such  a  deviation,  then  it  is  the  responsibility 
of  the  Division  Head  to  authorize  and  approve  the  loan. 
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Loan  Policy 
Supplement  No.  4 


GUIDE  LINES  FOR  GRANTING  UNSECXJRED  CREDIT 
TO  INDIVIDUALS  OR  SMALL  BUSINESSES 

Following  is  a  list  of  guide  lines  for  granting  unsecured  credit 
to  individuals  or  small  businesses. 

Any  list  of  rules  relating  to  extension  of  credit  cannot  be  all- 
inclusive  and  cannot  possibly  cover  all  of  the  exceptions  that 
may  arise  from  time  to  time  in  our  relationships  with  the  bank's 
customers.   That  is  why  this  list  is  called  "guide  lines"  and  not 
"rules".   However,  if  the  loan  officer  deviates  too  often  from 
these  general  principles  and  without  good  and  sound  reasons, 
then  his  exposure  to  loan  losses  will  be  much  greater  than  it 
should  be. 

It  has  been  said  that  a  banker  can  learn  the  rules  of  lending  in 
his  first  year  of  experience  and  good  ones  will  spend  the  rest  of 
their  lives  learning  when  and  under  what  conditions  exceptions 
should  be  made. 

Please  read  these  guide  lines  carefully  and  if  you  have  any  ques- 
tions about  any  items  contained  therein,  please  discuss  it  with 
your  division  head. 
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Guide  Lines  for  Granting  Unsecured  Credit 
to  Individuals  or  Small  Businesses 

1.  Maintain  a  file  of  current  credit  information  about  borrovrer, 
including  credit  investigations  and  financial  statements.  Do 
not  rely  solely  on  personal  knowledge  of  borrower. 

2.  Analyze  statements  and  do  not  hesitate  to  request  verification 
of  asset  values,  ownership  of  assets,  income  and  other  indebt- 
eciiess   shown,  if  circumstances  require  this. 

3.  Do  not  extend  unsecured  credit  to  those  who  are  actively 
borrowing  from  other  banks  unless  you  are  willing  to  lend 
enough  to  pay  off  the  other  lenders. 

4.  Do  not  extend  unsecured  credit  without  having  the  primary 
depKDsit  accounts  of  the  borrower. 

5.  Have  a  clear  understanding  with  the  borrower  about  the  purpose 
of  the  loan  and  the  source  of  funds  from  which  the  loan  will  be 
repaid.   Completing  our  revised  Form  No  234  will  assist  in 
determining  the  above  information.   (See  Exhibit  A) 

6.  Establish  a  realistic  repayment  program  which  is  governed  by 
the  source  of  repayment  funds. 

7.  Unsecured  loans  on  L&D  basis  should  be  cleaned  up  at  least  once 
in  each  12-month  period.   If  a  longer  period  of  time  is  needed, 
then  collateral  is  needed  for  the  protection  of  the  bank.   Pay 
out  period  should  be  a  minimum  of  30  days  each  year. 

8.  L&D  notes  should  not  be  placed  on  demand  basis  when  unsecured, 
because  as  such  it  is  difficult  to  enforce  an  amortization 
program. 

9.  L&D  notes  should  not  have  a  maturity  of  longer  than  90  days 
even  if  the  agreement  is  to  renew  at  maturity.   Generally,  a 
reduction  should  be  required  at  each  renewal. 

10.   Unsecured  loans  to  individuals  being  repaid  out  of  income  should 
be  made  on  installment  basis  and  the  final  maturity  should  not 
exceed  24  months.   Make  sure  that  total  installment  obligations 
do  not  exceed  borrower's  ability  to  pay.   Normally,  a  good 
standard  rule  of  thiomb  is  lend  no  more  than  one  month's  income 
amortized  over  a  12  months'  period  to  an  individual. 

(a)  6%  add  on  will  produce  a  higher  yield  to  bank  than 
8%  simple. 

(b)  even  at  a  reduced  rate  on  the  installment  note,  it 
costs  less  for  the  bank  to  collect  pre-determined 
monthly  payments  than  to  renegotiate  the  loan  each 
90  days  as  it  is  renewed. 
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11.  All  \ansecured  credit  should  be  backed  up  by  either: 

(a)  a  good  track  record  of  consistent  earnings  (more 
than  just  the  current  year) ;  or 

(b)  good  unencumbered  assets  in  the  statement  which  may 
be  sold  or  mortgaged  to  provide  the  cash  to  repay 
debts.   If  one  of  these  two  ingredients  are  not  pre- 
sent, do  not  consider  the  loan  on  an  unsecured  basis. 

12.  In  cases  of  unsecured  credits  to  individuals,  the  stability 
of  the  borrower  is  a  prime  factor.   A  good  track  record 
includes  the  manner  in  which  previous  obligations  have  been 
handled  and  an  individual  who  does  not  normally  change  his 
place  of  employment  or  residence  frequently.   It  is  also 
important  that  borrower  has  record  of  prompt  payment  of 
obligations  with  installments  of  like  or  higher  amounts. 

13.  Do  not  lend  unsecured  money  to  speculators  whose  principal 
assets  are  mortgaged  to  someone  else.   This  includes  real 
estate  promoters,  builders  and  developers  and  those  who 
play  the  stock  market  on  borrowed  money. 

14.  Learn  to  recognize  a  deteriorating  situation  and  promptly 
take  action  to  collect  the  debt  or  obtain  collateral.   One 
sign  of  deterioration  is  the  failure  of  the  borrower  to 
meet  amortization  or  liquidation  commitments. 

15.  Do  not  postpone  a  serious  problem  by  lending  on  installment 
basis  to  pay  off  L&D  or  lending  on  L&D  to  make  installment 
payments. 

16.  All  unsecured  credit  of  each  borrower  should  be  in  the  same 
office  and  in  the  same  department  of  the  bank. 

17.  Generally,  unsecured  endorsed  loans  present  more  collection 
problems  than  single-name  paper.   Try  to  avoid  this  by  ob- 
taining information  on  the  maker  even  if  you  are  relying  on 
endorsement  to  protect.   This  will  accomplish  several  things: 

(a)  It  will  establish  a  file  on  the  maker  so  that  the 
bank  will  be  in  a  better  position  to  accomodate 

a  new  request  from  him  in  the  future. 

(b)  If  unfavorable  credit  information  is  developed  on  the 
maker,  then  you  will  be  in  a  position  to  so  advise 
endorser  before  he  becomes  obligated  on  the  debt. 

(c)  If  credit  information  on  maker  is  so  unfavorable  as 
to  be  obvious  that  a  collection  problem  will  be 
created,  then  you  may  refuse  to  make  loan  even 
though  the  endorser  may  make  it  good.   You  can 
always  make  loan  directly  to  endorser.   Do  not 
allow  bank  to  be  a  collection  agency  for  endorser. 
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18.  New  and  unproven  businesses  are  not  entitled  to  unsecured 
credit,  either  on  L&D  or  on  installment  basis. 

19.  Unsecured  credit  should  not  be  used  as  investment  capital 
unless  the  borrower  has  outside  income  or  other  good  assets 
from  which  he  can  repay  loan. 

20.  If  collateral  is  taken  to  protect  unsecured  loans,  make  sure 
that  it  is  properly  assigned  and  documented,  that  a  reasonable 
estimate  of  value  has  been  obtained  from  a  reliable  source 
other  than  the  borrower,  and  that  a  plan  is  established  to 
liquidate  within  a  reasonable  period  of  time. 

21.  Generally,  unsecured   short-term  loans  should  not  exceed  25% 
of  the  borrower's  tangible  net  worth  and,  in  the  case  of  an 
operating  business,  an  unsecured  loan  should  not  exceed  the 
amount  of  its  working  capital.   This  will  vary  depending  upon 
how  much  the  total  debt  to  worth  ratio  is  and  the  amount  and 
trend  of  current  income. 

22.  Do  not  be  flattered  by  the  fact  that  the  borrower  traveled 
clear  across  town  to  come  and  borrow  money  from  you.  This 
is  frequently  a  sign  that  he  is  unable  to  borrow  elsewhere. 

23.  Do  not  be  pressured  into  hasty  credit  decisions  on  any 
transaction.   There  are  many  sources  to  obtain  help  and 
advice,  if  you  ask  for  it. 

24.  Loans  are  sometimes  made  at  branch  offices  to  builders  and 
contractors  who  are  dealing  with  our  Mortgage  Loan  Department. 
This  divides  control  of  the  banking  activity  of  these  cus- 
tomers, and  does  not  give  us  adequate  supervision  of  their 
borrowing  activity.  Further,  it  is  the  policy  of  this  bank 
to  concentrate  the  borrowing  activity  of  a  customer  to  one 
loan  office. 

Future  loan  requests  at  branches  by  our  builders  and  contrac- 
tors should  be  coordinated  with  the  Mortgage  Loan  Department 
to  assure  that  their  loan  activity  is  properly  supervised  as 
to  total  liability  and  collateral. 
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Loan  Policy 
Supplement  5 


It  is  against  bank  policy  to  transfer  loans  from  one  Profit 
Center  to  another  unless  the  following  criteria  is  met: 

Regarding  Branch  transfers,  in  order  to  properly  effect  a 
transfer  from  any  Profit  Center  to  a  branch,  the  Branch  Manager 
accepting  the  transfer  is  required  to  write  a  memo  to  file,  stating 
his  reasons  for  the  transfer.   If  approved,  the  Head  of  the  Branch 
Division  will  indicate  such  by  initialing  the  request  and  returning 
a  copy  to  the  branch.   The  original  will  be  sent  to  the  Credit  De- 
partment.  In  addition,  a  "Request  to  Change  Profit  Center  and/or 
Officer  Number  for  Account  Analysis"  form  (non-numbered)  will  be 
completed,  signed  as  indicated,  and  initialed  by  the  Head  of  the 
Branch  Division.   This  form  will  then  be  sent  to  Loan  Operations 
and  a  copy  sent  to  the  Credit  Department  Operations  Coordinator. 

For  transfers  other  than  to  a  branch,  the  Profit  Center  Manager 
accepting  the  transfer  is  required  to  write  a  memo  to  file,  the  ori- 
ginal being  forwarded  to  the  Credit  Department,  stating  the  reasons 
for  the  transfer.   In  addition,  a  "Request  to  Change  Profit  Center 
and/or  Officer  Number  for  Account  Analysis"  form  will  be  completed, 
signed  by  both  Profit  Center  Managers  involved,  and  forwarded  to 
Loan  Operations,  with  a  copy  to  the  Credit  Department  Operations 
Coordinator. 
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Loan  Policy 
Supplement  No.  6 


Loan  Rating  Guidelines 

In  an  effort  to  effectively  evaluate  the  overall  loan  portfolio 
of  the  bank  on  a  continuing  basis,  all  loans,  lines  of  credit,  con- 
centrations of  credit,  and/or  commitments  which  exceed  $100,000  in 
aggregate  (direct  and  indirect)  are  to  be  rated  in  accordance  with 
the  guidelines  outlined  below. 

The  appropriate  Loan  Rating  Sheet  (Exhibit  D  or  Exhibit  E)  is 
to  be  completed  in  its  entirety,  and  the  original  sent  to  the  Manager 
of  the  Credit  Department.   For  future  reference  and  subsequent  updates, 
it  would  be  advantageous  for  each  profit  center  to  retain  a  duplicate 
in  their  files. 

It  is  not  necessary  to  complete  a  new  rating  sheet  each  time  a 
loan  is  presented  to  the  Loan  Committee,  unless  these  has  been  a 
change  in  rating  or  the  borrower  is  a  new  customer.   In  addition, 
whenever  a  loan  situation  changes  which  would  change  its  current 
rating,  complete  a  new  rating  sheet  at  that  time  and  forward  it  to 
the  Manager  of  the  Credit  Department. 

Guidelines  for  Loan  Ratings 
(Other  Than  Dealer  Section) 

Rating  1. 

Subject  to  a  loan  being  classified  in  this  section,  the  following 
two  criteria  must  be  met:   1)   If  the  loan  is  unsecured,  the  minimum 
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net  worth  requirement  is  $1,500,000,  2)  the  loan  must  be  made  to  a 
long-established,  well  known  business  entity,  engaged  primarily  in 
production  and/or  sales  of  goods  and  services,  as  opposed  to  invest- 
ment and/or  brokerage.   The  borrower  should  have  a  history  of  profitable 
earnings,  favorable  ratio  trends,  top  successive  management  prevalent, 
or  be  a  well-established,  highly  regarded  firm  with  a  consistent  pay- 
out record  of  30-60  days  annually  (if  not  a  term  loan),  either  at  the 
Fulton  or  another  bank  of  account. 

Loans  fully  secured  by  cash  value  life  insurance,  C.D. 's,  commercial 
paper,  and/or  savings  can  be  classified  in  this  section.   In  addition, 
loans  secured  by  stocks  (B+  or  better),  properly  margined  (30%),  accounts 
receivable  properly  margined,  and  inventory  loans  if  periodically  eval- 
uated (inventory  should  be  readily  saleable)  can  also  be  classified  in 
this  section,  as  well  as  improved,  commercial  real  estate,  amortizing 
in  nature,  properly  appraised  and  documented. 

Rating  2. 

Loans  in  this  category  should  have  satisfactory  liquidity,  with- 
out adverse  or  downward  trends,  ratio  trends  reasonably  stable,  variable 
and/or  fluctuating  earnings  history,  and  loans  (other  than  term  loans) 
with  inconsistent  annual  payout  records.   Loans  to  business  which  are 
relatively  sound,  but  are  in  areas  affected  or  which  might  be  affected 
by  current  economic  conditions  should  be  classified  in  this  category, 
as  well  as  loans  which  are  occasionally  past  due  and  loans  to  fairly 
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new  Fulton  customers  for  which  we  do  not  yet  have  a  "feel"  for  future 
prospects. 

Loans  secured  by  stock  not  listed  on  a  national  exchange  but 
with  some  degree  of  marketability,  accounts  receivable  with  a  close 
margin  (accounts  could  be  showing  some  slowness),  inventory  for  which 
some  market  resistance  to  saleability  exists,  and  improved  real  estate 
and  notes  without  a  first  grade  commercial  tenant  should  be  classified 
in  this  section. 

Rating  3. 

Loans  classified  in  this  section  would  show  unstable  and/or 
downward  trends  in  liquidity,  a  deterioration  in  ratio  trends,  a 
decline  in  earnings  performance  (including  losses),  loans  frequently 
past  due,  and  little  or  no  margin  in  the  balance  sheet  and/or  income 
to  justify  the  loan.   Loans  which  have  been  reworked,  with  repayment 
over  an  extended  period  of  time,  loans  on  which  interest  rates  have  been 
reduced  to  a  below  market  rate,  and  loans  on  which  we  are  requiring 
monthly  and/or  quarterly  financial  information  can  also  be  classified 
in  this  section.   In  addition,  loans  on  which  a  loss  situation  has  not 
been  definitely  established,  but  trends  and  current  status  indicates 
the  possibility  of  a  loss  should  be  classified  in  this  category. 

Loans  secured  by  unimproved  real  estate,  or  improved  real  estate 
not  producing  a  positive  cash  flow,  but  in  normal  times,  the  property 
is  considered  sufficient  to  protect  our  loan,  should  be  classified  in 
this  section.   Any  evidence  of  collateral  deterioration  and/or  those 
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loans  secured  by  not  readily  marketable  collateral  (stock,  inventory, 
etc.)  should  also  be  classified  in  this  section. 

Rating  4. 

This  rating  would  encompass  those  loans  classified  as  workouts, 
problem  loans  with  some  probable  loss,  loans  being  handled  by  attorneys, 
suits  and/or  bankruptcy  filed,  loans  that  have  been  called,  balance 
sheet  insolvency,  collateral  insufficient  to  protect  debt,  inability 
to  offer  additional  collateral  and/or  D.P.C.  collateral  taken,  and/or 
debt  currently  in  default. 

Guidelines  For  Loan  Ratings 
(Dealer  Section) 

Rating  2. 

Subject  to  a  loan  being  classified  in  this  section,  the  following 
three  criteria  must  be  met:   1)  the  dealer  must  be  floorplanned  with 
a  full  repurchase  agreement  from  the  manufacturer;  2)  adjusted  working 
capital  ratio  must  be  at  least  2-1;  and  3)  retail  paper  must  be  on 
a  full  recourse  basis.   In  addition,  the  ratio  of  retail  paper  purchased 
to  floorplan  outstanding  should  be  a  minimum  of  2.5  to  1,  reserve  account 
balances  as  a  percentage  of  retail  outstanding  should  be  37„  or  greater, 
and  average  delinquencies  should  not  exceed  A.B.A  comparable  statistics. 
Charge-offs  should  be  fully  covered  by  reserve  accounts.   The  dealer 
should  be  making  monthly  reductions  on  demonstrators  and  used  car 
inventory  sufficient  to  cover  depreciation,  as  well  as  carrying  a  new 
car  inventory  not  to  exceed  approximately  45  days.   Floorplan  audits 
should  be  conducted  on  a  monthly  basis  with  a  history  of  no  unaccountable 
exceptions,  and  there  should  be  an  adequate  profitability  to  the  bank 
on  the  over-all  dealer  relationship. 
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Rating  3. 

The  dealer  should  be  f loorplanned ,  with  limited  or  no  repurchase 
agreement  from  the  manufacturers.   Retail  paper  should  be  purchased 
on  a  limited  or  full  recourse  basis,  with  a  ratio  of  retail  paper 
purchased  to  floorplan  outstanding  of  less  than  2.5  to  1.   Working 
capital  would  be  at  a  minimum,  with  possibly  some  downward  trend 
reflected.   Reserve  accounts  would  be  insufficient  to  cover  charge-off s, 
and/or  would  probably  be  less  than  37„  of  total  outstandings.   Delinquencies 
would  be  greater  than  A.B.A.  comparable  statistics,  audits  would  be  con- 
ducted more  frequently  than  monthly,  with  some  history  of  exceptions 
and  difficulty  in  location  of  the  inventory,  and  the  probitability  of 
the  overall  relationship  would  be  marginal. 

Rating  4. 

This  rating  would  encompass  those  dealer  loans  with  limited  or 
no  recourse  on  retail  paper,  no  repurchase  agreement  from  the  manufacturer 
on  floorplan  units,  and  working  capital  insufficient  to  meet  operational 
needs.   In  addition,  the  percentage  of  retail  purchased  to  floorplan 
outstanding  would  be  minimal,  inadequate  or  no  reserve  balances  are 
maintained  in  support  of  the  retail  purchased,  charge-off s  are  excessive, 
delinquencies  are  high.   Audits  would  be  conducted  more  frequently  than 
monthly,  with  unusual  difficulties  in  correcting  exceptions,  as  well  as 
revealing  out-of-trust  situations.   Overall  profitability  is  marginal, 
or  indicates  a  loss  situation. 
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Loan  Policy 
Supplement  7 


SPECIAL  EXCEPTION  LOANS 

Due  to  our  present  policy  concerning  loan  approvals,  relatively  small, 
additional  loans  to  established  commercial  borrowers  or  principals  often  require 
formal  committee  approval.   In  order  to  expedite  the  handling  of  these  additional 
requests,  the  following  guidelines  will  serve  to  establish  the  means  by  which  ap- 
proval may  be  obtained  without  requiring  committee  approval. 

1.  Current  and  proper  approval  exists  for  all  present  debt 
including  lines  of  credit  whether  direct  or  indirect. 

2.  The  present  debt  must  be  rated  1  or  2  if  It  exceeds  $100,000. 

3.  The  new  debt  must  be  fully  secured  with  proper  collateral. 

4.  All  monthly  repayment  loans  should  have  terms  of  36  months 
or  less,  (42  for  auto). 

5.  All  short  term  loans  must  have  a  stated  plan  of  reduction  and 
cannot  exceed  12  months. 

6.  Any  new  loan  or  loans  in  combination  cannot  exceed: 

A.  More  than  10%  of  the  existing  approved  debt. 

B.  The  officers  individual  lending  authority. 

C.  $50,000. 

The  lending  officer  should  fully  complete  the  appropriate  loan  information 
sheet.   Form  2400  (Exhibit  F  )  will  be  used  for  all  Special  Exception  loans. 

If  committee  approval  is  needed  later  for  other  credit  extensions  or  renewal 
of  existing  debt  or  lines,  all  Special  Exception  debt  should  be  included  in  total 
in  the  usual  space  provided  for  secured  outstanding  debt. 
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Loan  Policy 
Supplement  8 


NON-ACCRUAL  LOANS 


It  has  always  been  our  policy  not  to  renew  notes  without  payment  of 
interest  except  in  certain  extenuating  circumstances.   Generally,  these 
exceptions  have  been  where  the  bank  holds  highly  liquid,  readily  market- 
able collateral  in  excess  of  the  total  indebtedness,  including  interest. 

With  the  recent  recession  and  rapid  decline  in  real  estate  values, 
it  has  become  increasingly  important  to  adopt  a  formalized  policy  on  how  to 
handle  loans  predominantly  secured  by  real  estate  when  the  borrower  is  un- 
able to  pay  interest  as  it  matures.   We  have  followed  the  policy  of  fore- 
bearance  with  the  loan.   However,  when  there  was  no  remaining  equity,  we 
have  moved  to  foreclose  and  have  acquired  the  property. 

Our  present  policy  is  to  continue  to  forebear  as  outlined  above.   How- 
ever, we  should  discontinue  accrual  of  interest  in  real  estate  loans,  parti- 
cularly land,  land  development  and  residential  construction  whenever  the 
loan-to-value  ratio  exceeds  15X.      On  any  construction  or  development  loan 
where  there  is  a  permanent  takeout  by  a  responsible  lender,  we  may  accrue 
interest  when  principal  and  interest  do  not  exceed  the  amount  of  the  take- 
out.  However,  whenever  in  the  judgment  of  the  lending  officer  a  loan  ap- 
pears to  be  uncollectible,  headed  for  foreclosure  or  bankruptcy,  we  should 
discontinue  accrual  of  interest  regardless  of  the  loan-to-value  ratio. 

In  addition,  we  have  in  various  Profit  Centers  loans  that  are  on  a  non- 
accrual  basis,  secured  by  real  estate  or  made  to  people  who  are  engaged  in 
the  real  estate  business.   In  order  to  facilitate  the  handling  of  these  work- 
out problems,  both  substandard  and  non-accrual,  these  loans  should  be  trans- 
fered  to  the  Real  Estate  Division.   The  Real  Estate  Division  will  set  up  all 
non-accruals  under  a  separate  control  and  will  be  responsible  for  appraisals, 
servicing  and  an  overall  evaluation  of  the  problem  and  the  collectibility  of 
the  debt. 

It  will  be  the  responsibility  of  each  Profit  Center  Manager  to  adhere 
to  these  guidelines  and  to  keep  the  Comptroller's  Department  informed  on  any 
loans  that  reach  non-accrual  status  as  well  as  those  loans  which  are  removed 
from  non-accrual  status.   In  following  this  policy,  any  monies  received  from 
the  borrower,  whether  or  not  applied  to  principal  or  interest  on  the  customer's 
note,  will  give  us  the  right  to  accrue  interest  or  catch  up  non-accrued  inter- 
est to  the  extent  of  such  funds  received  even  though  the  monies  paid  to  the 
bank  were  used  to  release  a  portion  of  the  collateral  pledged.   The  non-ac- 
crual has  nothing  to  do  with  the  records  maintained  for  the  customer.   It  only 
has  to  do  with  the  recognition  of  interest  income  on  the  books  of  the  bank. 

For  example,  at  last  renewal  interest  was  added  to  the  face  of  a  note 
but  subsequently  the  loan  was  placed  on  a  non-accrual  status.   The  customer  had 
an  agreement  with  the  bank  for  the  release  of  lots  upon  payment  of  $5,000  per 
lot.   The  customer  brings  in  $10,000  and  we  release  2  lots  in  accordance  with 
the  agreement.   As  far  as  the  customer  is  concerned  the  payment  was  applied  to 
his  principal.   However,  for  our  own  internal  records  we  would  apply  the  payment 
first  to  accrued  interest  and  any  remaining  dollars  to  principal. 
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MEMORANDUM 


TO:  ALL  LENDING  OFFICERS 

FROM:      H.    L.    MEGAR 

Due  to  S.E.C.  regulations  and  various  Comptroller's  rulings,  the  Bank  is 
now  reqiiired  to  formalize  various  procedures  and  policies  in  order  to  more 
closely  monitor  various  aspects  of  our  loan  portfolio.  Attached  is  the 
new  Supplement  9  (Loan  Policy  Section)  entitled  Loan  Evaluation,  which 
should  be  incorporated  into  your  Loan  Manual. 

Following  the  guidelines  stated  in  this  policy,  each  Profit  Center  is  now 
requested  to  send  a  detailed  memorandum  on  each  loan  considered  a  workout 
and/or  which  qualifies  for  non-accrual  status,  together  with  a  new  loan 
rating  sheet  (if  applicable),  to  Rame  Coombes  no  later  than  August  1,  1977, 
so  that  an  initial  review  can  be  made  by  the  Loan  Evaluation  Committee. 

This  policy  will  be  on  a  continuing  basis,  and  will  be  a  part  of  our  regu- 
lar routine.   It  is  expected  that  whenever  any  loan  is  recognized  as  a 
workout  or  qualifies  for  non-accrual  status,  the  loan  officer  will  immedi- 
ately prepare  the  necessary  information,  and  send  the  appropriate  memo- 
randum to  Rame  Coombes. 

It  is  hoped  that  several  other  reports  (such  as  updates  on  loan  ratings, 
loan  loss  reserve,  etc.)  now  being  submitted  can  be  eliminated  with  the 
implementation  of  this  new  policy. 

If  you  have  any  questions,  please  contact  Rame  Coombes  on  extension  363. 


June  21,  1977 
HLM:mbs 


687 


Loan  Policy 
Supplement  9 


LOAN  EVALUATION 

The  purpose  of  Loan  Evaluation  is  to  establish  standard  policies  and  procedures 
for  reporting,  administering,  updating  and  reviewing  non-accruing,  workout  and 
potential  problem  loans  and  to  provide  a  basis  for  determining  the  adequacy  of  the 
loan  loss  reserve.   These  policies  and  procedures  apply  to  all  organizational  elements 
within  the  bank  that  perform  lending  functions. 

Loan  Evaluation  Committee 

The  Loan  Evaluation  Committee  shall  consist  of  the  Banking 
Group  Head,  Credit  Department  Manager  and  the  Division  Head  from 
whose  profit  center  the  loan  is  being  reviewed.   Membership 
of  the  committee  may  be  changed  at  the  discretion  of  the 
Banking  Group  Head  or  the  President. 

Responsibilities  of  the  Loan  Evaluation  Committee 

(1)  Review  and  evaluate,  on  a  regular  basis,  all  loans  that 
have  been  placed  on  non-accrual  status  and  loans  that  have 
been  identified  as  workouts  where  the  total  relationship** 
is  $50,000  or  more. 

(2)  Determine  the  adequacy  of  the  loan  loss  reserve  on  a 
quarterly  basis. 

(3)  Direct  the  preparation  of  reports,  schedules  or  any  other 
documentation  deemed  necessary  or  desirable  for  deter- 
mining the  quality  of  the  loan  portfolio. 

(4)  Determine  courses  of  action  to  be  followed  and  direct 
their  implementation. 

(5)  Determine  the  adequacy  of  the  loan  rating  system. 

**   Total  relationship  is  defined  as  all  outstanding  Indebted- 
ness to  borrower,  direct  and  indirect,  and  all  related  debt 
(business  or  personal,  whether  current  or  delinquent),  in- 
cluding loans  to  endorsers,  guarantors,  principals,  sub- 
sidiaries, etc.   Outstandings  in  Master  Charge,  FNC  Finan- 
cial, PNC  Leasing,  overdrafts,  etc.,  should  also  be  included. 


688 


Non-Accruing  Loans 


Any  loan  over  $50,000  which  is  past  due  as  to  principal  or  interest 
for  more  than  90  days  must  be  placed  on  a  non-accrual  status,  unless 
in  the  opinion  of  the  lending  officer  there  is  no  question  as  to  the 
ultimate  collectibility  of  all  the  principal  and  interest  on  the  loan. 
In  that  case,  the  officer  should  write  a  memorandum  to  the  Loan  Evalu- 
ation Committee  explaining  why  he  deems  the  loan  to  be  fully  collect- 
ible. 

Loans  which  are  past  due  as  to  principal  or  interest  for  more  than 
180  days,  regardless  of  size,  must  be  placed  on  non-accrual  status  and 
necessary  action  taken  to  prevent  these  loans  from  being  classified  as 
statutory  bad  debts.   A  loan  that  is  fully  and  adequately  secured  by 
readily  marketable  collateral  would  be  an  exception  if  you  are  awaiting 
settlement  of  an  estate  or  the  outcome  of  pending  litigation  or  a  bank- 
ruptcy. 

All  known  losses  should  be  charged  off  as  this  determination  is  made. 


Division  Head  Responsibilities 

(1)  Prepare  or  direct  the  preparation  of  a  detailed  memorandum  on 
each  loan  in  his  profit  center  he  considers  a  workout  or  which 
qualifies  for  non-accrual  status  under  the  above  described 
guidelines. 

(2)  Forward  the  loan  memorandums  to  the  Credit  Department  Manager 
on  or  before  the  due  date  specified. 

(3)  Where  applicable,  prepare  or  direct  the  preparation  of  a  new 
loan  rating  sheet  and  forward  to  the  Credit  Department  Manager 
with  the  appropriate  memorandum 

(4)  Prepare  or  direct  the  preparation  of  updated  reports  on  non- 
accruing  loans,  workout  loans  and  potential  problem  loans 

as  deemed  necessary  or  as  requested  by  the  Loan  Evaluation 
Committee. 


Contents  of  Loan  Memorandum  -  Non-Accrual  Loans 

(1)  Name  of  borrower 

(2)  Itemized  listing  of  outstanding  debt  and  collateral 
(including  current  values). 

(3)  Maturity  date 

(4)  Amount  of  accrued  interest 

(5)  Date  interest  is  paid  through 
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(6)  Estimate  of  minimum  and  maximum  potential  loss  (if  any 
anticipated) . 

(7)  Officers  comments  and  opinion  as  to  the  ultimate  col- 
lectibility of  the  debt. 


Contents  of  Loan  Memorandum  -  Workout  Loans 

(1)  Name  of  the  borrower 

(2)  Amount  of  debt  outstanding 

(3)  Dollar  amount  committed  (if  applicable). 

(4)  Length  of  time  the  loan  has  been  a  workout. 

(5)  Endorsers  or  guarantors  -  Identify  and  indicate  if 
full  or  partial. 

(6)  Complete  itemized  listing  of  collateral,  including 
current  values,  if  any. 

(7)  Estimate  of  the  minimum  and  maximum  loss  potential, 
if  any. 

(8)  Detailed  remarks  in  specific  terms  concerning  the 
current  status,  what  has  been  accomplished  to  date, 
any  written  or  verbal  agreements  with  the  borrower, 
pending  action,  if  any,  and  most  importantly,  what 
action  is  contemplated  over  the  next  30  days. 

Credit  Department  Responsibilities 

(1)  Maintain  a  master  listing  of  all  non-accruing  loans, 
workout  loans  and  loans  that  have  been  identified  as 
potential  problem  loans. 

(2)  Notify  loan  officers  of  due  dates  for  updated  reports. 

(3)  Maintain  records  for  Loan  Evaluation  Committee. 

(4)  Monitor  the  loan  rating  program. 

(5)  Maintain  records  and  reports  pertaining  to  classified 
loans. 

(6)  Perform  such  other  functions  as  directed  pertaining  to 
loan  review,  loan  rating  and  loan  loss  reserve. 
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Loan  Officer  Responsibility 

Each  loan  officer,  as  part  of  his  regular  duties,  Is  respon- 
sible for  all  aspects  of  each  loan  in  his  portfolio,  including 
a  continuous  evaluation  and  current  knowledge  of  the  status 
of  each  loan.   All  loan  officers  are  expected  to  demonstrate 
the  ability  and  willingness  to  recognize  a  deteriorating  loan 
situation  and  to  take  appropriate  action  as  necessary.   This 
aspect  is  extremely  important  to  the  overall  management  of  the 
loan  portfolio  and  is  also  an  important  consideration  in 
management's  evaluation  of  the  loan  officer's  performance. 

These  policies  and  procedures  will  be  followed  on  a  continuing  basis  and  be  incor- 
porated in  our  regular  loan  administration  program.   It  is  expected  that  whenever  a 
loan  is  recognized  as  a  workout  or  qualifies  for  non-accrual  status  as  previously  de- 
fined, the  loan  officer  will  immediately  prepare  the  necessary  information,  and  forward 
an  appropriate  memorandum  to  the  Credit  Department  Manager.   He  will  keep  an  updated 
master  listing  of  all  such  loans,  as  well  as  prepare  the  necessary  information  for  the 
Loan  Evaluation  Committee.   It  is  the  loan  officer's  responsibility  to  recognize  the 
workout  and  forward  the  specified  information  to  the  Credit  Department  Manager. 
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FULTON  NATIONAL  BANK  OF  ATLANTA 

LOAN  MEMORANDUM  FOR  CREDIT  FILE 

DATE  OF  APPLICATION 

DATE  OF  LOAN  


_AMT.  OF  LOAN    S_ 
APPROVED   n 


TYPE  OF  LOAN:         Single  Payment    □  Installment   □ 

New  Loan   □                             Renewal   □ 
TERMS  OF  LOAN:       Rate %     Maturity  _ 


DECLINED  □ 


Rework    □ 


(Days,  Months.  Yeaisl 


Payment  Schedule    lif  Installment) 


COLLATERAL 


Payments  (3  S per_ 


ENDORSERS 


GUARANTORS      D 


TOTAL  VALUE     $ 


PURPOSE  OF   LOAN 


REPAYMENT   PLAN    (  Include  Source  of   Repayment   Funtlsl_ 


DATE  OF  LAST  FINANCIAL  STATEMENT  . 

DATE  OF  LAST  CREDIT  REPORT 

DEPOSIT  BALANCES:  Demand   $_ 

(6  mos   Average  Collected) 


LOANS  OUTSTANDING: 
(Not   Inclu,  New  Loan) 


Single  Payment     S_ 
Indirect     S 


Installment     $ 


OFFICER   HANDLING   LOAN 


Send  Original  to  Credit  Dept 
Send  Copy  to  Branch  Divisipn 


BRANCH  OFFICE 


Form    #234     (Rev    11  74) 


98-440  O  -  77  -  pt.  2  -  21 
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OTHER  COMMENTS  (I*  Loan  Declined  Include  Reason) 
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THE  FULTON  NATIONAL  BANK  OF  ATLANTA 
LOAN  SUBMISSION  SHEET 


^Ahibit   3 


Type  Organization 
a   Individual 

□   Proprietorship 

□   Partnership 

□   Corporation 

D   Other 

Manne  of  Applicant: 

^dHrR«: 

rvpp  of  RiKinp«: 

'rinripak- 

ACCOUNT  HISTORY 

Customer  Since  19                                                n    Npw  Rplalinn«hip                                n    Armiint  m  hp  OpcnpH 

Type  Account:           □   Checking              □   Savings 

U    Savings  Certificates                      □   Commercial  Paper 

Balances:        Present       $ 

Average  $ 
(Minimum  3  Mos.l 

LOAN  HISTORY 

(1) 

Currently  Owing  LJs:lUnsecured  S 

Rate:                         %         Serured  S                                   Ratp 

% 

1  asl  Paid  Out:                                     Cnllalpral  Tiirrpntly  Hplrl 

Total  Value       S 

1 

Amniint  nf  1  nan  Rpqiip^tpd                        S 
Officer  Guidance  Line:                              £ 
Confirmed  I  ine:                                             S 

In  Writing:                                             Yes 
Endorsers  or  Guarantors: 

NEW  LOAN  REQUEST 

Rate: 
Rate 

%<2I 

Effective 
Yield,  Wliere 
Applicable 

% 

% 

% 

% 

% 
% 

No                        Fpp 

% 

Collateral  Offered    Including  Life  Insurance 

Total  Valuation:   S 

Terms  of  Reoayment: 

(See  Addilipnal  Information  on  Reverse) 


^  308  (Hev.  5-73) 
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Tiirrpnt  F^tatpmpnf    fiatfri 

If  P  &  L  Statement  not  furnished. 

uuflY' 

FINANCIAL  INFORIWATION 

Ypar  pnH    PI                    Intprim 

Audit:       Unqualified    □ 

□ 

Qualified    d 

Agpnry  Rppnrt    riatpH 

La":t  Trade  Chprk    a«  nf 

shows: 

PAST  EXPERIENCE  AND  OTHER  COMMENTS 


Recommended  By: 


Signature  of  Officer 


Name: 


Off.  No. 


Branch 


(Type  name,  number  and  branch  of  Loan  Officer) 

Profit  Center  No. 


Loan  Approved  □ 
Special  Stipulations:. 
Remarks: 


COMMITTEE  ACTION 


Loan 

Officer's 

Initials: 


Date  of  Committee  Action:. 


If  you   are   applying  for  individual  credit  in  your  own  name  and  are   relying  on 

your  own  income  or  assets 

and   not   the   income   or  assets   of   another   person  as   the  basis   for   repayment   ol 

:   the  credit   requested,  corn- 

plete    only    Sections    A    and    D.    If    the    requested   credit    is    to    be    secured,    also 

complete    the    first   part   of 

Section  C  and  Section  E. 
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'^"'^■Viii  I  . 
FULTON     NATIONAL     BANK  ati_anta7^eo~rgia 

CREOrr  APPLICATION 

/  IMPORTANT:  Read  these  Directions  liefore  completing  tliis  Application. 

Chcclt 

Appropriate 

Box 


□  If  you  are  applying  for  individual  credit,  but  are  relying  on  income  from  alimony,  cliild  support,  or  sepa- 
rate maintenance  or  on  the  income  or  assets  of  another  person  as  the  basis  for  repayment  of  the  credit 
requested,  complete  all  Sections  except  E  to  the  extent  possible,  providing  information  in  B  about  the 
person  on  whose  alimony,  support,  or  maintenance  payments  or  income  or  assets  you  are  relying.  If  the 
requested  credit  is  to  be  secured,  then  complete  Section  E. 

Amount  Requested  Payment  Date  Desired  Proceeds  ot  credit 

$ To  be  Used  For  

SECnON  A— INFORMATION  REGARDING  APPLICANT 

Full  Name   (Last,   First,   Middle):   Birthdate:       /      / 

Present  Street  Address;    Years  there: 

City;  Stale:   Zip:  Telephone:  

Social  Security  No.:  Driver's  License  No.:  

Previous  Street  Address:   Years  there; 

City;    Suie:   Zip:   

Present   Employer;    Years  there:    Telephone:   

Position  or  title:  Name  of  supervisor:  

Employer's    Address:  _ 

revious  Employer:  Years  there:    

Previous  Employer's  Address; 

Present  net  salary  or  commission:  $ per .  No.   Dependents:  Ages: 

ABmoor,  cUM  support,  or  separate  maiDtenancc  income  need  not   tM  revealed  If  yon  do  not  wish  to  have  11  considered  as  a  basis 
foe  repayinf  this  obUcatton. 

Alimony,    child   support,    separate   maintenance   received   under:    court   order    □    written  agreement    D    oral  understanding   Q 

Other  income:   $  per  —  Source(s)   of  other  income:     


Is  any  income  lilted  in  this  Section  likely  to  be  reduced  before  the  credit  requested  is  paid  off? 
D  Yes  (Explain  in  detail  on  separate  sheet.)  Q  No 

Have  you  ever  received  credit  from  u»7  When?  Office  

Checking  Account  No.:   Institution  and  Branch;  

Savings  Account  No.:   Institution  and  Branch:  


_ Telephone: 

Relationship:    Address:  


SECTION  B— INFORMATION  RE6aRDING  JOINT  APPLICANT  OR  OTHER  PARTY  (Use  separate  sheets  if  necessary.) 

Full   Name   (Last,  First.  Middle);    Birthdate:       /      / 

Relationship  to  Applicant  (if  any) :  

Present  Street  Address;    Years  there:    

City:   Sute:  Zip:  Telephone:  

Jodal  Security  No.:   Driver's  License  No.:   

Present  Employer:    Years  there:   Telephone:   

Position  or  title:   Name  of  supervisor:   

Employer's    Address:     _ - 

Previous    Employer; _ Years  there:    

Previous  Employer's  Address:  

Present  net  salary  or  commission:  S per  No.    Dependents:    Ages:    


Alimony,    child   support,    separate    maintenance    received    under:    court   order    Q    written   agreement    D    oral   understanding    D 
Other  income;  $ per  Source(s)   of  other 


Is  any  income  listed  in  this  Section  likely  to  be  reduced  before   the  credit  requested  is  paid  ofE? 
n  Ves  (Explain  in  detail  on  separate  sheet.)  n  No 

Checking  Account  No. :    Institution  and  Branch:    

Savings   Account   No.:     Institution  and  Branch;   


Name  of  nearest  relative  not  living  with 

Joint  Applicant  or  Other  Party:  Telephone: 

Relationship:     Address: - 

Form   #    456   Rev.    5-77  ;   «  »/ ^  ••  'l 
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SECTION  C— MARITAL  STATUS 

(Do  BOt   complele  If  this  Is  an  appUcallon   for  Individual  unsecured  credit.) 

Applicant:     D  Married                     D  Separated  D  Unmarried    (including    single,    divorced,    and    widowed) 

Other   Parly:     D  Married                      Q  Separated  Q   Unmarried    (including   single,    divorced,    and    widowed) 

SECTION  D— ASSET  AND  DEBT  INFORMATION  (If  Section  B  has  been  completed,  this  Section  should  be  completed  giving 
information  about  both  the  Applicant  and  Joint  Applicant  or  Other  Person.  Please  mark  Applicant-related  information 
with    an    "A "    If    Section    B    was   not    completed,   only   give   information  about   the   Applicant   in   this   Section.) 


Description  of  Assets 

Value 

Subject  to  Debt? 
Yes/No 

Name(s)  of  Owner(s) 

Cash 

i 

Automobiles  (Make,  Model,  Year) 

Cash  Value  of  Life  Insurance  (Issuer, 
Face  Value) 

Real  Estate  (Location,  Date  Acquired) 

Marketable  Securities  (Issuer,  Type,  No.  of  Shares) 

Other  (List) 

To'.al  Assets 

$ 

OUTSTANDING  DEBTS   (Include  charge  accounts,  instalment  contracts,    credit    cards,    rent,    mortgages,    etc.    Use    separate    sheet    if 
necessary. ) 


Creditor 

Type  of  Debt 
or  Acct.  No. 

Name  in   Which 
Acct.  Carried 

Original 
Debt 

Present 
Balance 

Monthly 
Payments 

Past  Due? 

Yes/No 

1.    (Landlord  or 
Mortgage  Holder) 

D  Rent  Payment 
O  Mortgage 

$  (Omit  rent) 

J  (Omit  rem) 

% 

i. 

3. 

Total  Debts 

i 

$ 

i 

(Credit  Relerences) 

Date  Paid 

1.                                                  -                i 

2. 

Are  you  a  co-maker,  endorse!',  or                                                    If  ' 
guarantor  on  any  loan  or  contract?        Yes  O        No  □        for 

Yes," 

whom?                                              To  whom? 

.Are  there  any  unsatisfied                       Yes  D 

judgments  against  you?                           No   O               Amount  $ 

If  "Yes," 

to  whom  owed? 

Have  you  been  declared                         Yes  D               If  "Yes," 
bankrupt  in  the  last  14  years?                No  O               where? 

Year 

Other  obligations — (E.g.,   liability  to  pay  alimony,  child  support. 

separate  maintenance.   Use  separate  sheet  if  necessary.) 

SECTION  E — SECURED  CREDIT  (Complete  only  if  credit  is  to  be  secured.)  Briefly  describe  the  property  to  be  given  as  security: 


and  list  names  and  addresses  of  all  co-owners  of  the  property: 
Name 


If  the  security  is  real  estate,  give  the  full  name  of  your  spouse   (if  any); 


Everything  that  I  have  slated  in  this  applicatic 
this  application  whether  or  not  it  is  approved.  You 
lions  about  your  credit  experience  with  me. 


Applicant's  Signature 


i 
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LOAN         RATING         SHEET 


thlMt  |> 


Loan  Category 


ACCOUNT  OFFICER: 
OFFICER  #: 


PROFIT  CTR. 


NAME 
PRIN.-AFFIL. 

AMOUNT 

INT. 
RATE 

(1) 

MATURITY 

(2) 
COLLATERAL 

TOTAL 

X- 

Z^::=— =dr 

[ZII:^^=~==:^^ 

AVERAGE  COLLECTED  $ 

(12  months) 
FNB  COM.  PAPER     $ 
C  D's,  RATE      %  $ 

AFTER  TAX  RETURN 
ON  CAPITAL: 

% 

DATE  OF  LAST  FINANCIAL  STATEMENT 
DATE  OF  LAST  COMPLETE  PAYOUT 


TYPE? 
(QUAL. 


UNQUAL., 
AUDITED,  UNAUD.) 


CURRENT  ASSETS 
TOTAL  ASSETS 
NET  WORTH 
NET  EARNINGS 


CURRENT  LIABILITIES  

TOTAL  LIABILITIES    

(EXCLUDING  CAPITAL  ACCTS.) 
CASH  FLOW 


PRINCIPAL  REASON  (S)  FOR  ABOVE  RATING: 


SIGMAT'JRE:  

(Please  sign  full  name) 


REVIEWED  BY:  

Credit  Department 
(If  disagree  with  rating  assigned, 
attach  memo) 


(1)  Time  (30-60-90  days) 
Demand 

Term 

(2)  Include  Appraisal  of  Collateral 


Form  2235 
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LOAN 


RATING 


SHEET 


uhit  ET 


Dealer        Section 


Loan  Category 


ACCOUNT  OFFICER: 
OFFICER  #: 


PROFIT  CTR. 


TYPE 

AMOUNT 

INT. 
RATE 

(1) 

MATURITY 

(2) 

COLLATERAL 

PAPER  FINANCED 

LINE: 

LOAN: 

TOTALS 

$ 

X 

X 

^^xCC 

PLACE  CIRCLE (S)  AROUND  A,  B  IF  THEY  ARE  DISCOUNT. 


AVERAGE  COLLECTED  $_ 
(12  months) 

REGULAR  $_ 
RESERVE  $ 


AFTER  TAX  RETURN  ON 
CAPITAL 


OTHER  DEPOSIT  BALANCES? 


DO  WE  HAVE  A  FULL  RECOURSE,  LIMITED,  OR  NONRECOURSE 
RELATIONSHIP?  


DATE  OF  LAST  FINANCIAL  STATEMENT  

TYPE  OF  F/S  (QUALIFIED,  UNQUALIFIED,  AUDITED,  UNAUDITED) 

HOW   OFTEN   ARE   AXTOITS    CONDUCTED?    '_ 

WHEN  WAS  LAST  AUDIT  CONDUCTED?  


IS  THE  RESERVE  ACCOUNT  3%  OR  GREATER? 

HAVE  THE  CHARGE-OFFS  (LAST  12  MOS)  BEEN  COVERED  BY 

RESERVE? 
IS  BANK'S  RETAIL  PAPER  GREATER  THAN  50%  OF  TOTAL 

RETAIL  PAPER  OUTSTANDING? 
WILL  MANUFACTURER  REPURCHASE  INVENTORY? 

DO  WE  HAVE  AN  AGING  OF  INVENTORY  AND/OR  RECEIVABLES? 
IS  ALL  FINANCED  INVENTORY  LESS  THAN  12  MOS  ON  BOOKS? 


ARE  LOANS  ON  DENOS-USED  CARS  BEING  AMORTIZED  PROPERLY? 

IS  THE  NEW  CAR  INVENTORY  LESS  THAN  A  45  DAY  SUPPLY? 

IS  THE  FLOORPLAN  INSURED? 

IS  BANK  NAMED  AS  LOSS  PAYEE? 

EXPIRATION  DATE  OF  POLICY(S)   


(1)  Time  (30-60-90  days) 
Demand 

Term 

(2)  Include  Dollar  Value  of  Collateral 


Form  2236  (  35) 


-Continued  on  Back  of  Page- 
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PRINCIPAL  REASON (S)  FOR  ABOVE  RATING: 


SIGNATURE : 


(Please  sign  full  name) 


Reviewed  By: 


Credit  Department 
(If  disagree  with  rating  assigned, 
attach  memo) 
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Please  Type 


THE  FULTON  NATIONAL  BANK  OF  ATLANTA 
LOAN  SUBMISSION  SHEET 


SPECIAL      EXCEPTION       QNlYj 


Eihlblt  P 


Loan  Rating  _ 


Type  Organization 
a  Individual 


□  Proprietorship 


□  Partnership 


Q  Corporation 


Name  of  Applicant: 
Address: 


Type  of  Business:. 
Principals:   


ACCOUNT  HISTORY 

rMOnnrvr  Sinrp  Ifl 

a  New  Relationship                                o  Account  to  be  Opened 

Balances: 

(If  account  less  than  12  months  old   indicate  period 

J. 

«Uuin(j«     $ 

Commercial  Paper    £ 

Savings  Certificates    $ 

Rate                       %       CD.  $                          Rate 

-  % 

LOAN  HISTORY  INCLUDING  LEASES  AND  INDIRECT  LIABILITY 

Currently  Ow/ing  Us:  (1) 

Unsecured  ■            Dire«     $ 

Rate                       %        Secured             Direct     $ 

Rate 

% 

Indirect     $ 

Rate                       %                              Indirect     $ 

Rate 

% 

lease   $ 

Rate                         % 

1  Ml  Pairi  Out: 

Collateral  Currentiv  Held: 

Tr.f?l  Vahiatinn      $ 

Amount  of  Loan  Requested:                   $ 

Amount  of  Lease  Requested:                 $ 

$ 

$ 

NEW  LOAN  REQUEST 

Rate 
Rate 
Rate 
Rate 
Fee 

%   12) 

% 

% 

% 

% 

After  Ta«  Rel 
On  Capital 

% 

% 

% 

% 

Collateral  Offered   Includinq  Life  Insurance 

Total  Valuation   $ 
Purpose  of  Loan 

Terms  of  Repay 

ment 

Source  of  Repayment: 
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Current  Statement,  dated 

If  P  &  L  Statement  not  furnished,  why? 

FINANCIAL  INFORMATION 

Year  end   n                 Interim  n 

Audit:     Unqualified  □                  Qualified  n 

Anencv  Herxirt  dated 

I  a«  Tr«d«  Check,  as  of 

_  shows: 

PAST  EXPERIENCE  AND  OTHER  COMMENTS 


Recommended  By: 


Signature  of  Officer 
(Sign  Full  Name) 


PARAMETERS  FOR  SPECIAL  EXCEPTION  DEBT 


Name: Off.  No.  Branch 

(Type  nanne.  number  and  branch  of  Loan  Officer) 

Profit  Center  No. 


1.  Current  and  proper  approval  exists  for  all  present  debt  Including  lines  of 
credit  whether  direct  or  indirect. 

2.  The  present  debt  must  be  rated  1  or  2  If  it  exceeds  $100,000. 

3.  The  new  debt  must  be  fully  secured  with  proper  collateral. 

4.  All  monthly  repayment  loans  should  have  terms  of  36  months  or  less, 
(42  months  for  auto). 

5.  All  short  term  loans  must  have  a  stated  plan  of  reduction  and  cannot 
exceed  12  months. 

6.  Any  new  loan  or  loans  in  combination  cannot  exceed: 

A.  More  than  107.  of  the  existing  approved  debt. 

B.  The  officers  Individual  lending  authority. 

C.  $50,000. 
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exhibit  a 


GUARANTEE 


GEORGIA. 


^County. 


In  coniideration  of  th«  sum  of  Rva  Dollars  ($5.00  and  other  valuable 


;  for  (he  purpose  of  seeking  to  indu< 


the  FULTON  NATIONAL  BANK  OF  ATLANTA  to  extend  credit  to 

(hereinafter  termed  the  "principal")  or  to  renew  or  extend  in  whole  or  in  part,  loans  or  discounts  already  contracted  by  said  principal,  tha 
undersigned  (hereinafter  termed  the  "guarantor")  does  hereby  guarantee  to  said  Bank  and  to  its  endoners,  transferees,  successors  or  assigns, 
of  either  this  guaranty  or  any  of  the  obligations  secured  thereby,  the  prompt  payment  according  to  their  terms  of  all  obligations  of  the 
principal  to  the  Bank  of  any  kind  or  character,  and  does  agree  that  if  they,  or  any  of  them,  are  not  so  paid  by  the  principal,  the  guarantor 
will  immediately  do  so. 

The  obligations  covered  by  this  guaranty  include  all  obligations  of  the  principal  to  the  Bank  now  existing  or  hereafter  coming  into 
existence  and  of  renewals  or  extensions  in  whole  or  in  part,  of  any  of  the  obligations  before  described,  together  with  all  damages,  losses, 
costs,  interest,  charges,  expenses  and  liabilities  of  every  kind,  nature  and  description  suffered  or  incurred  by  the  Bank,  arising  in  any  manner 
out  of  or  in  any  way  connected  with,  or  growing  out  of  said  indebtedness  or  liabilities  of  the  principal  to  the  Bank. 


The  liability  of  the  guarantor  hereunder  is  limited  to  the  principal  sum  of 


from 


I  continuing  guaranty  and  shall  remain  in  force  until  a  written  notlc 
not  release  the  guarantor  from  its  guaranty  of  all  obligations  of  the 
als  or  extensions  thereof,  in  whole  or  in  part. 


ivoking  it  has  been  received   by  the  Bank;   but  sue 
:ipal   (at  hereinbefore  defined)  then  in  existence.  < 


The  undersigned  hereby  consent  and  agree  that  the  Bank  may  at  any  timi 
3r  other  security  of  any  kind  or  nature  whatsoever  held  by  It  or  by  any  person,  fi 
ndebtedness  or  liability  covered  by  this  guaranty  or  substitute  any  collateral 
without  notice  to  or  further  consent  from  the  undersigned  and  such  surrender  t 
ndersigned  hi 


either  with  or  without  consideration,  surrender  any  property 
or  corporation  on  its  behalf  or  for  its  account  securing  any 
•  held  by  it  for  other  collateral  or  like  kind  or  of  any  kind 
substitution  shall   not  In   any  way  affect  the  liability  of  the 


Where  the  obligation  hereby  guaranteed  is  an  obligation  of  a  corporation,  this  guaranty  is  to  cover  all  obli< 
purporting  to  be  made  In  behalf  of  such  corporation  by  any  officer  or  agent  of  said  corporation  without  regard  to  the  ac 
officer  or  agent.  The  term  corporation  shall  include  associations  of  all  kinds  and  all  purported  corporations  whether 
chartered  and  organized  or  not. 

At  the  option  of  the   Bank  this  may  be  treated  as  a  guaranty  or  as   a    suretyship,   with   the   right  to    proceed   against  the  guarantor 
without  first  proceeding  against  the  principal- 


Diigations   to   said   Bank 
actual  authority  of  such 
'hether  correctly   and   legally 


>  of  thii 


The  guarantor  hereby     _. _- ^ - ^___,    _     ,         _    

principal  to  which  it  relates,  or  of  any  default  by  the  principal.  Guarantor  agrees  that  no 
any  way   affect  or   impair  this  guaranty.  The   guarantor  hereby        "        '"'"   ---*-'  '- 
action  against  the  principal 


I  provided  for  in  Sectic 


lewal  of  any  obligation  of  the 

.  ^^ .   .....    ..,  w..   ..    ...  the  part  of  the  Bank  shall  in 

IS  the  right  to  require  the  holder  of  the  obligation  guaranteed  to  take 
l03-20Softhe    1933  Georgia  Code. 


Whe 

e  the  gu 

arantor  I 

a  natural  person  this  agreement  binds 

successors  ^ 

nd  assign 

s.  Where 

signed  by  more  than  one  guerantor,  th 

shall  be  jolr 

t  and  sev 

eral. 

his    he 


nistretors  and    executors,   and   where   a   corporation,   i 
"guarantor"  shall  include  the  plural,  and  theiif  obligatio 


This  guaranty  is  made  subject  to  ell  the  terms,  conditions,  agreements,  or  stipulations  contained  in  the  notes  evidencing  the  obligations 
hereby  guaranteed,  and  said  guarantor  further  agrees  that  the  terms,  conditions  and  provisions  of  any  notes  which  may  be  executed  by  the 
principal  to  evidence  obligations  In  the  future  incurred,  shall  simultaneously  with  the  execution  of  such  notes,  become  a  part  of  this  guaranty, 
said  guarantor  hereby  ratifying  and  confirming  the  agreements  contained  In  said  notes,  both  as  to  him  or  itself  and  any  and  all  collateral  in 
the  possession  of  said  Bank  or  which  may  hereafter,  during  the  life  of  this  guaranty,  come  into  its  possession  securing  either  this  obligation  or 
any  other  obligation. 


The  undersigned  and  each  of  them  waive  and  rem 
of  us  may  have  under  or  by  virtue  of  the  constitution  or 
obligation  hereby  created;  and  do  hereby  jointly  and  si 
any  homestead  or  exemption  that  may  be  allowed  to  the 


ce  each  for  himself  and  family  any  and  all  homestead  or  exemption  rights  either 
ti  of  Georgia,  any  other  State  or  the  United  States,  as  against  the  liability  and 
ally  transfer,  convey  and  assign  to  the  Bank  or  holder  hereof  a  sufficient  amount  of 
Jersigned,  or  any  of  them.  Including  such  homestead  or  exemption  as  may  be  sat 


apart  In  bankruptcy  to  |^ay  this  obligation  in  full,  with  all  costs  of  collection;    and   each   of  th< 
bankruptcy  having  possession  of  such  homestead  or  exemption  to  deliver  to  the  Bank 
as  exempt  to  pay  the  obligation  hereby  created. 


lersigned   hereby  directs  the   trustee  in 
unt  of  property  or  money  so  set  apart 


WITNESS   the    signature  and   seal  of  guarantor,  this  the-_- 


_   19  

^^(SEAL) 


-tSEAL) 
-(SEAL) 
-(SEAL) 
-(SEAL) 


-(SEAL) 
-(SEAL) 
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U.S.  HOUSE  OF  REPRESENTATIVES 

SUBCOMMITTEE  ON  FINANCIAL  INSTITUTIONS 
SUPERVISION.  REGULATION  AND  INSURANCE 

OF  THE 

COMMITTEE  ON  BANKING,  FINANCE  AND  URBAN  AFFAIRS 
NiNETr-FiFTH  Congress 

WASHINGTON,  D.C.     20515 
September   20,    1977 


Mr.    Jake  F.    Butcher 

Chairman  and  Chief  Executive  Officer 

United  American  Bank 

P.   0.    Box   280 

Knoxville,  Tennessee  37901 

Dear  Mr.  Butcher: 

As  you  know,  on  August  18,  1977,  the  Comptroller  of  the  Currency 
issued  a  three-volume  report  entitled,  "Inquiry  into  Certain  Matters 
Relating  to  T.  Bertram  Lance  and  Various  Financial  Institutions,"  in  which 
your  bank  was  mentioned.   This  report  has  raised  several  questions 
which  the  Subcommittee  would  like  answered  in  connection  with  their 
continuing  oversight  and  legislative  responsibilities. 

1.  Please  provide  the  Subcommittee  with  the  dates  of  opening  and 
any  closing  of  the  correspondent  account  of  the  National  Bank  of  Georgia 
at  your  bank. 

2.  Please  provide  the  Subcommittee  with  your  own  bank's  analysis 
of  the  balances  in  this  account.   The  Subcommittee  has  been  informed  by 
bank  regulators  testifying  this  month  that  most  banks  prepared  these 
analyses  monthly. 

3.  Please  provide  the  Subcommittee  with  an  analyses  of  the  services 
provided  the  National  Bank  of  Georgia  and  your  analyses  of  the  costs  of 
these  services  on  a  monthly  basis. 

4.  Please  provide  the  Subcommittee  with  the  dates  of  opening  and 

any  closing  of  the  correspondent  account  of  the  Calhoun  First  National  Bank 
at  your  bank. 

5.  Please  provide  the  Subcommittee  with  your  own  bank's  analysis 
of  the  balances  in  this  account  from  1973  to  date.   The  Subcommittee 
understands  that  these  analyses  are  prepared  monthly. 

6.  Please  provide  the  Subcommittee  with  an  analyses  of  the  services 
provided  the  Calhoun  First  National  Bank  and  your  analyses  of  the  costs 
of  these  services  on  a  monthly  basis  for  the  period  1973  to  date. 
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7.  Please  provide  the  Subcommittee  with  a  copy  of  your  bank's  written 
policies  governing  the  operations  of  correspondent  accounts. 

8.  Please  provide  the  Subcommittee  with  copies  of  the  written  policies 
at  your  bank  regarding  the  separation  of  departments,  i.e.,  how  is 
information  shared  among  your  lending  officers  and  your  correspondent 
department  officers? 

9.  The  Comptroller's  report  reflects  an  advance  of  $515,000  to  Mr. 
T.  Bertram  Lance  on  September  15,  1976  which  was  subsequently  reduced 
to  $4A3,466  outstanding. 

Please  provide  the  Subcommittee  with  your  own  bank's  internal 
classification  of  this  debt.   Please  Indicate  to  the  Subcommittee  what 
collateral  exists  behind  this  loan  and  the  dates  on  which  such  collateral 
was  secured.   Please  indicate  if  there  have  been  any  changes  in  the 
collateral  securing  this  loan  since  its  inception. 

10.  The  Comptroller's  report  indicates  that  the  Senior  Loan  Committee 
of  your  bank  approved  the  above  extension  of  credit  on  October  7,  1976. 

Was  Mr.  Lance  present  at  this  Senior  Loan  Committee  meeting?   If  so, 
is  that  a  usual  practice  of  your  bank? 

11.  The  Federal  Deposit  Insurance  Corporation  examined  your  bank 
on  April  18  of  this  year. 

Please  provide  the  Subcommittee  with  the  classification,  if  any,  made 
by  the  F.D.I.C.  examiner  on  this  loan.   Were  any  collateral  Improvement 
steps  suggested  for  this  loan  on  the  report  of  examination? 

Because  of  ongoing  legislative  hearings,  your  earliest  response  will 
be  appreciated. 


Sincerely, 


Germain 


FJStG:mLr 
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MONA    WILSON    TROUl 

FLOYD  M    BOWERS 

STEPHEN    R.MOSELE' 

W     F     SHUMATE.  JR 

RONALD    H.  RIOENOUf 

BRUCE    D.  FOX 

The  Honorable  Fernand  J.  St  Germain 

U.  S.  House  of  Representatives 

Sub-Conmittee  on  Financial  Institutions 

Siqservision,  Regulations  and  Insurance  of  the  Cotmittee 

on  Banking,  Finance  and  Urban  Affairs 

95th  Congress 

Washington,  D.  C.  20510 

Dear  Oongressnan  St  Germain: 

Cn  Septenber  20,  1977  you  sent  a  letter  to  Mr.  Jake  F.  Butcher, 
Chairman  and  Chief  Executive  Officer  of  United  American  Bank  in 
Kioxville,  Tennessee.  TJiat  letter  requested  certain  infontation  and 
documents  which  relate  to  T.  Bertram  Lance,  the  National  Bank  of  Georgia, 
the  Calhoun  First  National  Bank,  and  United  Aixerican  Bank.  As  General 
Counsel  for  United  American  Bank,  Mr.  Butcher  has  asked  me  to  reply  to 
your  letter. 

Your  requests  for  infontation  have  been  disoissed  with  appropriate 
officers  of  United  American  Bank  and  based  on  their  responses,  I  am 
replying  to  those  requests  in  the  order  presented,  as  follows: 

1.  The  National  Bank  of  Georgia  correspondent  account  at  United 
American  Bank  was  opened  i^ril  22,  1976.  That  account  has  not  been 
closed. 

2.  The  monthly  statements  of  that  account,  and  the  United  American 
Bank's  monthly  analyses  of  the  balances  of  that  account  are  enclosed. 

3.  United  American  Bank  makes  no  analysis  of  the  services  provided 

to  the  National  Bank  of  Georgia.  Activity  costs  related  to  the  correspondent 
account  are  included  in  the  monthly  analyses  of  the  account. 

4.  The  Calhoun  First  National  Bank  opened  a  correspondent  account 
at  United  American  Bank  on  May  2,  1977.   That  account  has  not  been 
closed. 
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The  Honorable  Femand  J.  St  Germain 

October  5,  1977 

5.  Copies  of  the  rtcnthly  statement  for  the  correspondent  bank 
account  of  the  Calhoun  First  National  Bank  with  United  American  Bank  are 
enclosed.  Officers  in  United  American  Bank's  Correspondent  Departaient 
do  not  feel  any  analysis  has  ever  been  made  of  this  account,  because  it 
has  been  a  dormant  account  with  very  little  activity. 

6.  As  with  the  National  Bank  of  Georgia,  no  analysis  of  the 
services  provided  of  the  Calhoun  First  National  Bank  are  made. 

7.  United  American  Bank  has  no  written  policy  governing  the 
operation  of  correspondent  accounts. 

8.  United  American  Bank  has  no  written  policy  regarding  the 
separation  of  departirents,  i.e.  governing  the  manner  in  vdiich  informa- 
tion is  shared  among  lending  officers  and  correspondent  department 
officers. 

9.  With  regard  to  your  ninth  question  concerning  Mr.  T.  Bertram 
Lance's  loan  at  United  American  Bank,  the  Bank  intends  to  respond  as 
early  as  possible.  However,  due  to  the  confidential  nature  of  the 
information  requested,  the  Bank  feels  Mr.  Lance's  permission  to  release 
that  information  is  appropriate.  I  have  written  to  Mr.  Lance  requesting 
his  permission  to  furnish  you  with  the  desired  information  and  there  are 
indications  that  his  consent  will  be  given.  Upon  receipt  of  Mr.  Lance's 
consent,  the  information  regarding  his  loan  will  be  sent  to  you.  "^ 

10.  T.  Bertram  Lance  was  not  present  at  the  United  American  Bank's 
Senior  Loan  Comnittee  Meeting  on  October  7,  1976.  Mr.  Wayne  C.  Lance, 

a  lending  officer  of  United  American  Bank  was  present  at  that  meeting. 

11.  The  FDIC  Examiner  made  no  classification  of  Mr.  Lance's  loan 
during  the  examination  on  April  18,  1977.  Further,  no  collateral  inprovenent 
steps  were  suggested  for  this  loan. 

As  mentioned  above,  Mr.  Butcher  referred  your  letter  to  me  as 
General  Coxjnsel  for  United  American  Bank  in  Knoxville.  Please  send  any 
future  inquires  regarding  this  matter  directly  to  me. 

Sincerely  yours, 

RIDENOUR,  RIDENOUR,  RIDEMXIR,  BOWERS  &  SHUMATE 


By 


George  w.   Ridenour,  Jr. 


(>JRjr:sc 
Enclosures 


♦Information  will  be  published  in  a  later  volume 
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I'MT^n    -.loUCN    .'ANK  UA 1  ^     l. /.l/l 

?.    ...      f-'^    :^oo __        _._ l^A^u  1 

KNLXVILLJf    TtNKUiLct    37^01 


.  KnfJCII    HAINT^INl 


AVAILPbLl    tfALANCl     itAIININGS    RATt 


mVcRAj^ii    L'-T'^l.^    '-.ALANCc  ^  Lvt^'CC 

_AysKA'Gb_C0LLcCJ-b_5AC«:<CE   _  ^  ?t-,',U'. 

.^VcSaLP.     AVAILABL,;      iALANC/       ''  _1,7A'" 


GROSS  PROFIT  uR  LOSS 


;:.t:viTy  -r,'-LV,  ...       V 

''"LOf.t 

PRICt 
JER^LfJlT 

L;t:P(;bIf. 

0 

.030C 

ITcMi    CcHOblTEC 

:haKo  -^rv^  c^.n  iT 

0 
0 

.U2>.0 
•  G-.-iOO 

c^A^»v:;  ■'Lt:   •. -.-biTo 

.02  CO 
^    .Cl-00 

ACTIVilY  C.LT 


TCrAL  ACIIVITY  COST 
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OMTtL     i<tKlC*H     JuNH 

I*,    u.    JUX    2eo 
_KNOXVli.Ltt_  t  cSScSSlc    37'<01 

OETtIL 

NATIONAL    uANK    OF    GKORGIA ^         tRANCH    NAIKTAINtO       0001 

_("    U    oiX     1^3*  ACCwUM    NO  j-JJOho* 

AILA.Nit    GcoriGIA    3U3J1 

'  REStiTvc    >«ATl  .13C0U0O  AVAILABLE    BALANCE    EARMKCS    RATE  .OSIjOOO 

AVFRAOE    LEDGER    SALA.'lCE _  2i,000 

_  _      Ave^AGc    COLLiCTEO    dALAKCE  25,CCC 

'  AVE'AOt    AVAILABLE    BALANCE  ^l.f^i.JJ 

GROSS    PROFIT    OR   LOSS  67.98 


ACTIVITY     A.NAlYZEo  volume  PER    UNIT                ACTIVITY    COST 

DEPOSITS  0  .0800  .00 

ITEMS    OEPuSlTcU  }  .OZOi  .00 

CHAhGtAJLi:    CREDIT  0  .0300           _  .00 

CMELXb    t-AIJ  0  .0*00  .00 

CHARGEAfcLL    CbUirs  J  .J8JJ  . UO 

TOTAL    ACTIVITY    COST  .00 
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UNITcD  AMbKICAN  BANK 

P.  LI.  30X  kbC 

KNnxVILL-.    TLNNc^SEfc    J  7901 


DATE    11/08/76 
fA&fc  I 


NATIONAL   E.ANK    OF    G£ORG lA. 

P    n    3DX    123<> 

ATLANTA    G£Dlt&JA-.^03Ql 


._JRANCH    MAINTAINED      0001 
.ACCOUNT    NO  >;VU0A64 


RESERVE    RATE 


.1300000 


AVAILABLE    BALANCE   EARNINGS    RATE  .0^13000 


_AyERA&f_LtCGfcR_dALANCE_ 
.>VtRAGi^CC(LL^CTLD_BALANC£_ 


AVLRAGE    AVAlLABL£_oALANCfc 


ZifOOO  

^  25f000 
;i,745.00 


GROSS  PROFIT  OR  LOSS 


87.98 


_eRLCE_ 


:IIV1TY   ANALYZED VOLUME _,PER_UN1T ACTIVITY   COST 


DEPOSITS 

ITEMS  DEPOSITED 

___tHARG£AflLfc  CREDIT 

^CKLCKS  PAID  

CHARGEABLE  DEBITS _ 


.0800 
.0200 

_.0800. 
.0800 

..0300 


.00 

.00 
.00 


TOTAL  ACTIVITY  COST 
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UNITED  AMERICAN  BANK  OATfc  10/20/76 

P.  0.  ;iOX  230  PAGE     I 

KNOXVILLl,  TtNNtSSth  37901 

DETAIL 

NATIONAL  BANK  CF  GEORGIA  BRANCH  MAINTAINED   0001 

P  0  SOX  IZZ.'t  ACCL.UNT  NO       090046^ 

ATLANTA  L,tCRGIA  30301 

RESERVE  RATE     .1300000        AVAILABLE  BALANCE  EARNINGS  RATt     .0510990 

AVERAGE  LEDGER  BALANCE  25,000 

__AVERAGE  COLLECTED  bALANCE  25,000 

AVERAGE  AVAILABLE  BALANCE  21,y'»5.00 

GROSS  PROFIT  OR  LOSS  87.61 

-   -        ""PRICE  ~_ 

ACTIVITY  ANALYZEP  _ yOLUME  _ PER  UNIT      ACTIVITY  COST 

DEPOSITS      "            -  -  .0800  .00 

ITEMS  DEPOSITED           0  .0200  .00 

CHARGEABLE  CREDIT 0  .0600  .00 

CHECKS  PAIC               0  .0800  .00 

CHARGEABLE  LESITS  0_  .0300  .00 

TOTAL  ACTIVITY  COST  .00 
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JOHN  H.  ROUSSEUOT,  CALIF, 
CHALMERS  P.  WYLIE.  OHIO 
GARRY    BROWN.    MrCH. 

U.S.  HOUSE  OF  REPRESENTATIVES 

SUBCOMMITTEE  ON  FINANCIAL  INSTITUTIONS 
SUPERVISION,  REGULATION  AND  INSURANCE 

OF  THE 

COMMITTEE  ON  BANKING,  FINANCE  AND  URBAN  AFFAIRS 
Ninety-Fifth  Congress 

WASHINGTON,  D.C.    20515 
September   20,    1977 


Mr.    Donald  Flatten 

Chairman 

Chemical  Bank 

20  Pine  Street 

New  York,  New  York  10015 

Dear  Mr.  Flatten: 

As  you  know,  on  August  18,  1977  the  Comptroller  of  the  Currency 
issued  a  three-volume  report  entitled,  "Inquiry  into  Certain  Matters 
Relating  to  T.  Bertram  Lance  and  Various  Financial  Institutions,"  in  which 
your  bank  was  mentioned.   This  report  has  raised  several  questions 
which  the  Subcommittee  would  like  answered  in  connection  with  their 
continuing  oversight  and  legislative  responsibilities. 

1.  Flease  provide  the  Subcommittee  with  the  dates  of  opening  and 
any  closing  of  the  correspondent  account  of  the  National  Bank  of  Georgia 
at  your  bank. 

2.  Please  provide  the  Subcommittee  with  your  own  bank's  analysis 
of  the  balances  in  this  account.   The  Subcommittee  has  been  informed  by 
bank  regulators  testifying  this  month  that  most  banks  prepared  these 
analyses  monthly. 

3.  Flease  provide  the  Subcommittee  with  an  analyses  of  the  services 
provided  the  National  Bank  of  Georgia  and  your  analyses  of  the  costs  of 
these  services  on  a  monthly  basis. 

4.  Please  provide  the  Subcommittee  with  a  copy  of  your  bank's  written 
policies  governing  the  operations  of  correspondent  accounts. 

5.  Please  provide  the  Subcommittee  with  copies  of  the  written  policies 
at  your  bank  regarding  the  separation  of  departments,  i.e.,  how  is 
information  shared  among  your  lending  officers  and  your  correspondent 
department  officers? 
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6.   On  February  9,  1976,  Mr.  T.  Bertram  Lance  borrowed  $150,000  from 
your  bank.   It  is  our  understanding  that  this  debt  was  paid  off  with 
principal  and  interest  in  January  and  February  of  this  year. 

Please  provide  the  Subcommittee  with  your  own  bank's  internal 
classification  of  this  debt.   Please  indicate  to  the  Subcommittee  what 
collateral  existed  behind  this  loan  and  the  dates  on  which  such  collateral 
was  secured.   Did  Mr.  Lance  ever  file  a  purpose  statement  —  that  is,  a 
disposition  of  proceeds  —  with  your  bank  on  this  loan?   If  so,  please 
provide  the  Subcommittee  with  a  copy  of  this  statement. 

Because  of  ongoing  legislative  hearings,  your  earliest  response  will 
be  appreciated. 


Sincerely, 


FJStG;Mlr 


J 
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ChemicalBaivk 


20  Pine  Stieel.  New  York.  NY  10005  John  8.  Wynne 

Tel  (212)7701614    7702446 


etary  and  General  Counsel 


September  28,  1977 


The  Honorable  Fernand  J.  St  Germain 

Chairman 

Subcommittee  on  Financial  Institutions 

Supervision,  Regulation  and  Insurance  of  the 

Committee  on  Banking,  Finance  and  Urban  Affairs 

U.S.  House  of  Representatives 

Washington,  D.C.  20515 

Dear  Congressman  St  Germain: 

Your  letter  to  Mr.  Flatten  dated  September  20,  1977,  received 
by  us  on  September  27,  1977,  in  connection  with  the  several  questions 
raised  by  the  recent  report  of  the  Comptroller  of  the  Currency  entitled 
"Inquiry  into  Certain  Matters  Relating  to  T.  Bertram  Lance  and  Various 
Financial  Institutions"  in  which  our  bank  was  mentioned,  has  been  re- 
ferred to  me  as  Mr.  Flatten  is  out  of  the  Bank  on  business. 

We  will  be  in  touch  with  you  shortly  in  connection  with 
answers  to  your  questions. 


Very  truly  yours. 


/'^l.^f-y.^ 


Senior  Vice  President, 
Secretary  and  General  Counsel 


J.  B.  W. 
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...     V   L  Mv  innn";  Donald  C.  Flatten 

20  Pine  Street.  New  York,  NY  lOOub 

Tel.  {212)770-3516  Chairman 


October  13,  1977 


Mr.  Fernand  J.  St  Germain 

Chairman 

U.S.  House  of  Representatives 

Subcommittee  on  Financial  Institutions 

Supervision,  Regulation  and  Insurance 

Committee  on  Banking,  Finance  and 

Urban  Affairs 

Washington,  D.C.    20515 

Dear  Mr.  St  Germain: 

Reference  is  made  to  your  letter  dated  September  20, 
1977,  in  respect  of  the  August  18,  1977,  report  by  the  Comp- 
troller of  the  Currency  entitled  "Inquiry  into  Certain  Matters 
Relating  to  T.  Bertram  Lance  and  Various  Financial  Institutions, 

In  answer  to  the  questions  raised  in  your  letter, 
we  have  the  following  responses  corresponding  numerically  with 
your  questions : 

(1)  Our  correspondent  account  with  The  National 
Bank  of  Georgia  was  opened  on  October  14,  1975.  The 
account  remains  active. 

(2  and  3)   Enclosed  please  find  the  internal 
analysis  covering  the  period  from  October,  1976, 
through  August,  1977,  with  the  exception  of  the  state- 
ment covering  January  1976  which cannot  be  located. 
The  services  provided  are  described  generally  at  the 
bottom  of  each  analysis.   In  addition  to  the  normal 
account  maintenance  we  had  a  modest  amount  of  activity 
representing  coupon  collection  and  wire  transfer  of 
funds.   The  price  for  these  services  is  described  in 
the  monthly  analysis. 
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(4)  Chemical  Bank  does  not  have  a  written 
policy  covering  the  operation  of  correspondent  accounts. 

(5)  Chemical  does  not  have  separate  departments 
handling  the  correspondent  and  commercial  accounts,  nor 
are  there  any  written  policies  in  regard  to  sharing  of 
such  information. 

(6)  Our  loan  to  Mr.  Lance  in  the  amount  of 
$150,000  was  secured  by  14,811  shares  of  the  common 
stock  of  The  National  Bank  of  Georgia.   The  market 
value  of  the  collateral  exceeded  $200,000,  and  further, 
in  view  of  Mr.  Lance's  net  worth,  this  loan  was  given 
the  highest  rating  afforded  to  an  individual  under 

our  classification  policy.   We  do  not  know  the  precise 
date  the  collateral  was  delivered  to  Chemical.   The 
account  officer  believes  that  the  collateral  was 
delivered  some  time  late  in  February,  but  was  not 
reflected  on  the  computer  printout  until  May  5,  1977, 
which  clearly  indicates  receipt  prior  to  that  date. 
You  will  note  from  the  approval  ticket,  a  copy  of 
which  is  enclosed,  that  the  collateral  was  to  be 
delivered  within  a  two  to  three  week  period.   Mr.  Lance 
did  file  a  purpose  statement  as  well  as  a  letter 
dated  January  28,  1976,  (copies  enclosed)  as  to  the 
purpose  of  the  loan. 

Sincerely  yours. 


D.C.P. 
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Ct    Ntportt      ^  I 

^89 

0 

0 

0 

0 

o 

,,.r„„ 

//,.,  r.  .»M  »,i. 

■  Vr 

1,      «':.■      A,-. 

0 

0 

0 

265 
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NATIONAL    BANK    OF    GEORGIA 
ATT    MR    HAROLD    WHITE 
34    PEACH    TREE    ST    NW 
ATLANTA    GA    30301 

'^00000 

8250              311    00645 

(:v<-.i<; 

311    006450 

1 

0 

0            76-03-01            , 

Avor.ion  rio.tl 

Yf?;ir  to  Dnie 

. 

205,374,00 
,00 

202,800.00   ■ 
.00    f 

= 

AvPfnfjr  I'.rtlif^rJ'^fi  n.il.inr.c 

n,.n„.,niir.,-.,o,v,.  o(                  16.12 

205,374,00 
33,106.00 

— [ 

202,800.00    : 
32,678.00 

- 

Avaiiatiio  i^n-v  Dinr.ro 

172,268.00 

1 
170,122.00    [ 

i= 

Tolal  Av-TMhii    lo'  iiivpsiLicrl 

172,268.00 

170,122.00 

E.lininq^  on 

Avail.lWr  ODA  ,-  ilnnco  si                          5.480 

747.98 

I 

( 
1,542.49    i 

> 

Tonl  Enrninqs 
Total  Lipon^r-i 

747,98 
2.89 

I 

1,542.49'' 

12.50    ■ 

= 

PlOl'l  Of  loss  '-) 

Pio'  1  M.Tqin  .11                                              A  Q 

745,09 
1,15 

1,529.99    F 
4.99    ' 

Nel  Ptolil  or  Los^  (■)  Alter 
Profit  Marnin 

743.94 

1 
1,525.00 

Nf  t  Crolil  .ir  Less  Expressed 
as  Cnllcr.lrd  (1    i  .or,!! 

204,249,00 

L 
200,535.00 

nil*  This  Cycl*  Eip 

rei40d  Al  Coal 

<«c«t  »■>« 

t"'-"'- 

,•..,..  ^-,,,...,1 

■••"•'"•" 

nr.„.,.sl>MJ 

<:~.. 

Co^pof.  Coli« 

""l 

0 

0 

0 

0 

0 

0 

r  Mtwti 

-„,.,-■.„.. 

-I-,.. 

>  Mo. 

«np 

o„Mo,r.,., 

Cr  ftoports 

k 

"^         289 

0 

0 

0 

0 

0 

0    .. 

^t»^o. 

..K-, 

W„.   I,     W„.    A„. 

h 

0 

0 

0 

0 
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^MTIONAL    BANK    PF    GEGRGlA 
ATT  MR  HAROLD  WHllt 
34    PEACH    TRfE     ST     MW 
ATLANTA    GA     30301 


00000    3n     006450 


Unit*  Thit  Cycio  Eipraisad  A)  Coal 


0                  8250               311    C06450 

76-05-03 

Cycle 

Year  to  Dale 

216,^.02.00 
.00 

205,500.00 

.00      \ 

= 

A'.'^Niri"  rotir-j'-Ml  n.i'.inct* 

'"^ -i  "-■■'-- of               16.13 

216,e.02.00 
34.922.00 

205,500.00 
33.077.00 

- 

Av.nilnlil"  [HIA  11  iMnre 

181,560.00 

172,423.00     ! 

= 

rolnl  Av.i.l.il.l"    loi  Inve'.l.ncnt 

IRI^SP.O.OO 

177,47^.00 

En.nii.ir.  on 

Aviil.iliir  DfiA  P.il.ipiri?  al                          11       i+40 

tol.il  1  .iiniMi)'; 

809.66 

I 
3,157.44 

s 

809.66 
^.89 

'  1 

3,157.44      ; 

71-93      ' 

= 

Pfolil  or  LPS'!  (1 

r.uf.l  M,T(l.n  ,11                                             ^Q^ 

806.77 

3,135.51     ' 
ft-7S      i 

= 

N';l  ProliT  nt  to5'.  (  )  Allrr 
Ptolil  M.nniii 

005.62 

3,126.76 

Nel  Prillil  fir  1  li,.  t.prrs-.od 

r,>iipci<-ci  p.ii.ii>c.» 

215,416. CO 

203,472.00 

Ch^cii*  P 

M 

.>.,.o..,. 

r>.o,i^p,n,. 

..., 

o-  u '■' 

O'lt 

Coupon  Co<l«llon               ' 

0 

0 

0 

0 

o 

0 

o 

M^ 

r„.o„,n. 

^io,„ 

Cuslod'si 

Cr    Rtporit 

P 

289 

0 

0 

0 

0 

0 

0 

*?.,,.„ 

W...   .,,K«A 

0 

0 

.0 

0 

Piolil  or  Loss  Analysis 
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NATIONAL  BANK    OF    GEORGIA 
ATT    MR     HAROLD    WHITE 
34    PFACH    TREE     ST    NW 
ATLANTA    GA    30301 


000000    3 Jl    006450 


1^ 

0 

8250               311    006450            76-04-01 

A. .-.in"  ii.>.v 

Cvtli- 

Ypaf  to  Dale 

200,305.00 
26.00 

201,900.00 
.00 

= 

/Vvr.i,|.-  (■..11-.  l-n  llal.ir,;  n 
n.:  ■  1.-    .•  X,.  .,1 

16.11 

200,279.00 
32,265.00 

201,900.00 
32,496.00 

- 

i1v.1il.lMo  l>PA   (l..|,inr,p 

foi  I'  .\v  til.iMto    (or  fn./rslrr».n 

168,014.00 

169,404.00 

^ 

168  ,014.00 

169,404.00 

A/.iil.ii  1.-  l)n/\  |i  ,■  „^„  ,1 

5.660 

805.29 

2,347.78 

\ 

'-.r  il  l,.if<.-ir;s 
T  .I..1  r V.-. 

._     '^9»     ._ 

805.29 
6.54 

2,347.78 
19.04 

= 

Pidlil  O'    I  OS'.  I-) 

Cio'i'  r.4ntu...  31 

llrl  Prr.t.|  (.r  l..,.;s  1   )  A)''-' 
'       •  1  Mir,.  11 

798.75 
2.61 

2,328.74 
7.60 

- 

796.14 

1 
2,321.14 

t,rl  I  'OlH  o.   1  •-   s  r.pi.;snr.rp 

197,996.00 

199,627.00 

Unit,  Tint  Cyrle  F.nf 

1  ra.19'1  At  Co«l 

0 

0 

0 

0 

0 

0 

Coupon  <;o(l•'<■h^n 

100 

^        289 

0 

0 

0 

0 

0 

rr  n«  porta 

0 

i.«,  Ihrol  . 

0 

0 

0 

265 

Piolil  or  Lons  Annlyjis 
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^AT10^ML    BANK    OF    GEORGIA 
ATT    MR- HAROLD    WHITE 
34    PEACH    TREE    ST    NW 
ATLANTA    GA    30301 

ouoooo 

311    006450 



0                 8250               311    006450            76-06-01 

AvrnO'*  n-ll.lnco 
Avefn(io  Flo,-)t 

C.ycio 

Year  lo  IjJlr)                                          ^ 

304,660.00 
1,303.00 

225,700.00      ■ 
200.00       ' 

= 

Avor.Ki"  f.illnrl.vl  minre 

"-'"■'-"  fl-'-"'"'  "'                      16.12 

303,357.00 
48,901.00 

225,500.00 
36,347.00 

- 

Av,iil.ihlc  DOA  n.ll3>icp 

254,456.00 

189,153.00 

= 

Inl.il  Av.lillbli^    'or  Investment 

254,456.00 

169,153.00 

Earnino';  on 

Avaiinhie  HOA  Unlnncp  al                      5,890 

1,269.22 

1 

4,426.66 

\ 

r  .1 11  f-;.lfnir>os 
Total  C'Von-.r^ 

•     1,269.22 
7.10 

4,426.66' 
29.03       ' 

= 

Prolit  or  Loss  (■) 

PtoM  M.iroln  al                                             ^Q 

1,262.12 
2.84 

4,397.63 

■ 
11.59 

= 

Net  Prolit  or  Loss  (-)  Alter 
Piolit  M.irqni 

1,259.28 

4,386.04 

N'?t  Piolit  or  Los-;  Expres-.r-J 
as  Collpctert  Balincc 

300,959.00 

224,335.00 

tinitl  This  Cycle  EiproMod  Al  CotI 


0 

"""'" 

0 

0 

0 

0 

0 

roiiDOO  Cotl«t.f>n 

156 

P 
r 

pi        289 

rf>i:^'>oni 

0 

0 

0 

0 

0 

0 

' 

0 

0 

0 

265 

f 

01  0094  Ifi   ■'■I 
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NATIONAL    BANK    OF    GPORGIA 
ATT    MR    HAROLD    WHITE 
34    PFACH    T^EE    ST   NW 
ATLANTA    GA       3030l 

t.OCOOd  311    006450 

1 

8  250 

311    006450 

76-08-02 

Avrtage  Rylance 
Avtvogr  Float 

Cycle 

Year 

10  Dale 

_ 

227t926.00 
26,138.00 

226,900.00 
4,200.00 

= 

Averaqr  Collecind  pHlance 

n-'iuitpil  npsivv.  cl                     16.12 

201t788.00 
32,529.00 

222,700.00 
35,879.00 

= 

Available  DDA  Balance 

169,259.00 

186,821.00 

= 

Tolal  Available    (or  Investment 

169,259.00 

186,821.00 

Earnings  on 

Available  ODA  Balance  at                       5,880 

842,90 

6,254.23 

r. 

lolnl  Ea'rtinn-, 
Total  txpnnses 

842.90 
16.06 

6,254,23 
54,35 

- 

Prolil  or  Loss  <l 

['.ohl  Ma.q'n  ,,l                                           /^Q^ 

826.84 
6.42 

6,199,88 
21,71 

- 

'i.'l  Prntil  or  Loss  (■)  Aller 
I'roM  Mai<|in 

820.42 

6,176.17 

Net  Piolil  'ir  l,)ss  Rxpressed 
a;  r.illertfl  Hal  inc^: 

196,390.00 

220,594.00 

'JniHTIin  Cycle  Exp 

renrnd  AlCotl 

0 

0 

0 

0 

0 

0 

312 

f^         289 

0 

0 

0 

0 

0 

0 

0 

475 

0 

530 
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NATIONAL    BANK    OP    GbORGlA 
ATT    MR    HAROLD    WHITL 
3A    PEACH    TREE     ST    NW 
ATLANTA    GA    30301 

! COOOO 

3! 

I    CC6A50 

0 

''i'25o"°" 

311    0G6A50 

76-07-01 

^* 

1 

Average  Balance 
Average  Float 

Cycle 

Year  to  Date 

231»626.00 
1»38^.00 

"■-226,700.00 
500.00 

= 

Average  Colleclpd  Balance 

Required  Reserve  ol                    16.11 

230,2^2.00 
57,092.00 

226,200.00  . 
36,388.00 

= 

Available  DDA  Balance 

193,150.00 

189,812.00' 

„ 

Total  Available    lor  Investment 

193,150.00 

189,812.00 

V 

t.lrncngs  on                                                     A       ?  >i  rt 
Avnilable  ODA  Balance  at                      o*  CCU 

984,67 

5, All. 33 

r  = 

Tolni'  Earnings 
Total  Expenses 

98A.67 
^^     ^^.26 

5,^11,33* 
38.29 

= 

Prolil  or  Loss  (-) 

ProMt  IVtargin  at                                              ^0  « 

975. Al 

3.70 

5,373^4. 
'-^           15.29 

= 

Net  Prolit  or  Loss  (-1  Allor 
Prolil  Margin 

'?■ 

971.71 

5,357.75.^. 

Net  ProM  or  Loss  Expressed 
as  Collected  Balance 

227,202.00 

22A,869,00 

Unit*  This  Cycl*  Exp 

rented  At  Co>l  .^ 

0 

0 

Ch«cl>s  Deposit 

0 

On  U»  Rold 

0 

D*tpot«»  Rei 

0 

0 

Co'jpon  Collwlloo 

0    ' 

.CM.™      ^^^ 

0 

Slopl 

0 

0 

0 

0 

Cf   R»p6fl»                 W< 

0. 

V\r..„o. 

H            0 

OiMu 

0 

«».  t,  /M,n  A 

0 

5i0 

y*^ 
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NATIONAL  BANK  CF  GEORGIA 
ATT  MR  HAROLD  HHlTt 
34  PEACH  TREE  ST  NW 
ATLANTA  GA   30301 


'JOOOGG  311  006450 


8250 


3n    oofe4'=.n 


76-n9-ni 


Average  Balance 
Average  Float 


Cycle 


211,432.00 
1. 5i5.no 


224,900.00 


Avemqe  Cnllcc'ed  Balance 


209,917.00 
33tnifl.Q0 


221,000.00 


Avail.^blc  OOA  Balance 


176,099.00 


185t459-00 


Total  Avnil.Thle    lor  Investmeni 


176,099.00 


]R'?i459.nn 


Earnings  on 

Available  DOA  Balance  at 


5.670 


845.62 


7,099.85 


ToMI  Earnuig'! 
I  Dial  r«P<>i'5i-S 


845.62 
8_..L9_ 


7,099.85' 
62.54 


Profit  or  Loss  I) 


Prolil  Margin  at 


40. 


837,43 


3.?7 


7,037.31 


?4.9n 


Net  Protil  or  Loss  (■)  Alter 
Pro'il  Mnrqin 


834.16 


Not  Protit  nr  Loss  Expressed 
a<.  r.nllr?clert  O.iiance 


207,063.00 


7,012.33 


218,912.00 


Unit!  Thii  Cycl*  Eiprata.d  At  Coil 


0 

''"^■" 

0 

0 

0 

0 

C«.l« 

0 

0 

f^         289 

'"'"*"""" 

0 

0 

0 

0 

Ciilooian 

0 

C    R«0Oril 

0 

0 

'"■"■' 

0 

0 

530 

01  00<)<  I'l  '■•) 
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NATIONAL    RANK    OP    r.EGRGIA 
ATT    M^    HARPLD    WHITE 
34    PEACH    TREE    ST    NW 
ATLANTA    GA       3030 1 

'  :>oooo 

«l •!   No               , 

'5  11-006450 

i 

1 

'  8  25  0 

311    006450 

76-10-Cl 

~x 

Avo'aqe  Balance 
Averaoe  Float 

Cycle 

Year  lo  Dale 

227,638.00 
13,360.00 

225,200.00 
4,900.00 

= 

Average  Cnllerlod  Balance 

Requtred  Rnserve  of                     1  6  #  1 1 

214,278.00 
34,520.00 

220,300.00 
3  5,466.00 

" 

Available  DbA  B  oance 

179,75P.0O 

184,834.00 

= 

Total  Available    for  InveslmenI 

179,758.00 

184,834.00 

Earnings  on 

Available  DDA  Balance  at                      5»  62  0 

827.96 

7,927.81 

0- 

Total  Earnings 
Total  Expenses 

827.96 
16.97 

7,927.81' 
79.51 

= 

Profit  or  Loss  (-) 

Profit  Margin  at                                          ^Q  ^ 

810.99 
6.78 

7,848.30 
31.76 

- 

Net  Profit  or  Loss  (-)  Alter 
Proftt  Marcim 

P0A.21 

7,816.54 

fifl  Pfolil  or  Loss  Expressed 
as  CoMocind  [balance 

208,123.00 

217,734.00 

.UnitoThii  Cycle  EKp 

re.tad  Al  Coil 

' 

0 

0 

r.hoct'S  DfiDO* 

0 

Or.  Uj  DglH 

0 

Drpoi't 

n»id 

0 

Cerli 

0 

Coupon  C0H9cnon 

78 

f*^       289 

0 

^tops 

0 

0 

0 

Cutlodun 

0 

cr  ntportv 

0 

.■«v  irifu  0. 

0 

Olh*"! 

.      535 

0 

795 
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AiT     im    HA<ljLD     Wtl-ic. 

jh  plach   tkel-   :>r  nw 

ATlA.^4TA     OA        jOjOJ 


o1jOv-0|  _  1  1     UU6  OO 


c^- 


Avpf.iqr  Bllanco 

Avor;)qo  Ko;it 


jII    uutit.u 


1 o—  i  i -Ji 


cO: .00 


-cJiCOO.OO 
■     -7,tO(j.O0 


AvPt.ian  (nllrclPd  nal^n 
nciinred  Pi>'-.ef.p  of 


lu.l^ 


J^fSO  i'.OO 


.1  o  t  ou  w  .  CO 
3  .  >  I'to  .00 


/Sv.iii.ihio  COA  nainrc" 


i^lfuOU.  C>0 


roHI  Avail-l-jlc     It  Invrslmnni 


li   1  t   ^JVJ.OO 


lo  ^  » i>  ..  .00 


Ld^  ff-i-.oo 


E,)n  ings  o" 

Avnii.-hii;  lillA  Bil.incp  al 


4Cb. 0> 


u  t  1 1  o .  uo 


O  t  /lo .OO 

0.  .oO 

r.oiii  or  nss  (■' 

-.0  . 

Li  1  UJO.06 

3  1 . «.  1 

Nol  Protil  or  Loss  (■)  Allpr 
Prnll  r.la-nin 

/cO.O:; 

0|  ;  ■>  o.i* 

!f>',  P  ohi  .It   :    jj..  1  .ri  r    SJ-^d 
(^  '-r  I'p    <f  0   enl.tnce 

.Oi 

o-i-  .UO 

tis.  t  1>Jt.L0 

Onil9ThmCvci»E»  = 

i«».n«<!  At  Coil 

r-^..-.^ 

•-^>-.o. 

"•■'"" 

>V  U,  R-d 

0"r 

,,,„  B., 

^ 

"' 

roiin'in  CoBt^Hon 

0 

u 

U 

0 

0 

0 

0 

■  r  n.,r, 

'..o.-. 

.ocl,  P.,. 

r„„<vi..r 

C'    Ropt^tt 

p   .b. 

0 

L 

U 

0 

c 

0 

^..■►.„o. 

..,.., 

,. ... 

0 

i  J 

0 

».  <-   - 

L 

01  (XW  (b  ,'S| 


Prolil  or  Los*  Analysis 


762 


NATIONAL    BANK    OF    GEORGIA 
A'TT   MR    HAROLD    WHITE 
3A    PEACH    TREE     ST    NH 
ATLANTA   GA      30301 

f  00000 

311    006450 

« 

1 

8250 

311    C06A50 

76-12-01 

h 

Average  Balance 
Avpraqe  Float 

CyclR 

Year  to  Date 

210,829.00 
2,366.00 

221,900.00 
4,200.00 

= 

Averaq**  Cuiipciod  Bnlancc 

Renu.red  npsorve  ol                    16.13 

208,^63.00 
33,625.00 

217,700.00 
35.020.00 

= 

Available  DDA  Balanco 

174,838.00 

182,680.00 

^ 

Total  Available    iot  Investment 

17A, 838.00 

182.680.00 

Eaininpi  on 

Avaiirble  DDA  Balance  al                       5.  290 

758.09 

9,474.75     ' 

r. 

Total  Earnings 
Total  E«pcn!iM 

758.09 
8.17 

9,474.75' 
93.97 

- 

Prodi  Of  Loss  (-1 

ProM  Margin  al                                           ^ft 

7'V9.92 
3.26 

9,380.78 
37.53 

■  - 

Net  Protcl  or  Loss  (  >  Alter 
Profit  Margin 

7A6.66 

9,343.25 

Net  Profit  or  toss  Cmiressed 
n*^  CoUcclr'd  Balance 

205,314.00 

215,299.00 

Unit.  Till.  Cycle  E>praii«>d  Al  Com 


0 

0 

0 

0 

0 

0 

Cotipon  Co«*:ilon 

L56 

> 

f-^        396 

0 

0 

0 

0 

0 

C    R*po<li 

0 

ri,  rooDi 

0 

0 

0 

2  65 

^': 

Profit  or  Lo«$  Analyni* 


763 


.NATIONAL    fiANK    OF    GEORGIA 
^TT    MR    HAROLD    WHITE 
»4    opACH    TRFE     ST    NW 
ATLANTA    GA       30301 

0000  00 

311    0C6450 

^K 

1 

82  55 

311    006450 

77-01-03 

*d-a 

Avor.TrjP   fto.il 

Cycle 

Year  to  Date 

252,476.00 
7.784.00 

224,500.00 
4.50  0.OO 

- 

Av'i.ncji.'  Collnclod  f3.ll.l(ico 

n....,.ro,,  ,v.s...vc  o<               16.01 

244,692.00 

^9. 175. no 

220,000.00 
35, 3ns. on 

- 

,>v.iil.iit|p  ODA  Balance 

205,517.00 

184,615.00 

= 

lol.ii  A-,.iii,if)lp    lor  lnvo<;lmPnl 

205.517.00 

lfl4,61 5.00 

E^fninqs  on 

Avaitabtp  OnA  Balance  al                    A     fl  fl  O 

B5  1 .  e.6 

10,326.61 

r= 

To'll  Fat.iinqs 

051. R6 
12.40 

10,326.61 
106.^7 

= 

P'oiil  0'  loss  (-1 

P.uM  Marom  ,1                                         ^^^ 

839,46 
4.96 

10,220.24 
47.49 

■  = 

Net  Prolit  or  Loss  1)  Aller 
I'r-M  Marlio 

834.50 

10,177.75 

:  .•■  l>-o'M  or  Lo-:5  tuprbsscd 
,i.-.  i'.rilteri':il  Ha.  irce 

239,699,00 

216,551.00 

Un.l'  Th.»  ^  ,cl«  E«pro»t'>d  Al  Coil 


0 

'^°""'' 

0 

C'>€cwa  D«pDr. 

n 

0 

nopo,. 

s  Nfitd 

0 

Cerli. 

0 

1  5^ 

Ji       289 

0 

0 

0 

ARP 

0 

Cullodl.n 

0 

Cr    Ropont 

0 

0 

0 

0 

79  5 
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ATT    His    HAfv.Lu    Wr-,  JI  I. 


.• .  ..     w    c  ^  t/  o 


j>^    f  1  ALm 
ATLANTA 

i  R  i  .      -.  1 
GA       3v3-'l 

NW 

1:2^ 

0               3  .i     ui.  t.'ii. 

« 

"■;    1- 

u         ii-oz~iji 

^ 

Avor  i,,p  n  ,;n.ic<! 

Cvdc 

Year  to  D.iii                                    j 

S2.0U 

ill » jOO.OO 
100.00 

= 

l3.SU 

33t"»:>t  .u. . 

..it  ,i.OO.Ou 
33  «  0&3.  Ov. 

= 

Av.lil.ibK-  nilA   f,  lM>..-» 

a  ?b»  i»j7.00 

i7<J,^j7.0i.> 

= 

Tolnl  Av.iil  ilili?    :of  Invo'ilmo'i' 

176,  .;j>7.0L/ 

.7ti,ii;7.0w 

(\lfn(iins  on 

Avaihilile  DDA  Baian..-?  al 

5.030 

?b^.7i 

7oi:.7i 

r. 

7oi.V 1 

76i.,?i 

= 

I'tOliI  or  1  OSS  (l 
ProM  M.lrgin  al 

^•0. 

7i>i.2if 
^.77 

V33.2/     1 
3.77 

= 

Nel  Profit  cf  Loss  (-)  Allor 
PfOM  Marq.tl 

7H9.i>0 

7^V.50 

Ncl  P-i-lil  or  Losr  fixpressod 
as  CoMaclrrl  Balance 

;.<..bt  b0  3  .  i-j 

^.i;rt  toiJi.o  V- 

u 

nlUT 

hit  Cycl«  Evpr^trftd  Al  Colt 

c 

0 

0 

n„  "«  r 

0 

c 

0 

^ .as 

0 

0 

"'"° 

0 

0 

0 

•> 

u 

0 

0 

Zo'3 

Profit  or  Loss  Analysis 
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'-uriONAL    BANK    Or     GLORGIA 
ftTT    MR    HAROLD    WHITF: 
34    PEACH    7REG    ST    NW 
ATLANTA    GA       30301 


'Jl,yi/U|3ll    0C6<f5v> 


I  (i  j/eZSO         [3  11    iiC6<.50      I      77-03-01 


D 


1 
1 
] 

Cvt  1" 

Ypac  loUale 

Averaqo  Pnfancp 
Average  riocit 

207,  t;71.00 
1,971.00 

;                210,200.00 
1,000.00 

Avnnof  r.iiltrr.iPd  Oal.iftrp 

15.86 

. 

205,900.00 
32 » 656. 00 

173,  244. UO 

209,200.00 
33,175.00 

Avail-ible  ODA  Palanre 

176,025.00 

Total  AvniUhfn    for  ln>/cst'r 

cnl 

173,244.00 

176,025.00 

Earnmcir,  O" 

Availahip  DDA  Balance  at 

5. 

050 

671.14 

1                     1,433.85 

ToMl  r.irninqs 
Tola*  E*poM:-- 

o71.ii. 
9,75 

1,^33.85' 
19.19 

Protil  Of  Lo^5  If 

1  f'fn'il  Margin  at 

40 

. 

661.39 
3.90 

1                      1,414.66 
1                                 7.67 

I.  '  P-r'-l  or  Los-.  (  )  Atlr. 
rod!  'A.-iffiin 


657.49 


1,406.99 


Net  I'folil  or  Ln'i-,  Expressed 
3',  Collided  Oiiancc 


201,693.00 


205,339.00 


UnlliTtiiB  Cycle  Ek;. 

rot 

f.  d  AlCcl 

0 

n.o- 

C 

c 

0 

n■'o^s.rs  ana 

0 

Coupon  Cof'wi-ort 

156 

en- 

0 

0     1 

0 

0 

0 

Cf    ntiDOrl* 

c 

0 

0 

" "'""o     '{' 

530 

01  00»«  l»  'V  I  77 
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|NATI0NAL    bank    op    GEORGIA 
ATT    MR    HAROLD    WHITE 
34    PEACH    TREE    ST   NW 
ATLANTA    GA       30301 


OOOOOO   311    006450 


8250 


311    0064  50 


I      77-04-01 


I  Cycle 


214,958.00      1 
2,498.00      i 


'ol'crrrfl  Balancp 


15.87 


212,460.00 
33,717.00 


211,800.00 
1,500.00 


210,300.00 
33,339,00 


/\v.i:i.iii(o  rlO^  I'jiaricR 

1 

178 

,743.00      ' 

1 

176,961.00 

Inl.i    Av.i'KibiG    for  Investment 

! 

178 

,743.00 

176,961.00 

C.ir.M,,,!'.  nn 

Av.iilihl.-  DDA  li.ilancn  nt 

5 

1 
1 

,060   ' 

1 

768.05      1 

1 

2,201.90 

T1I.-.I  f  .i.r'.MQ-i 

1 
1 

i 

768.05 
14.24 

2,201.90 
33.43 

frol'l  OI   Lo'.S  (  ) 
•.•(:■,  M.V.,.:.  .11                                                 40. 

753.81                            2,168.47 
5.69      1                               13.36 

1                                                                                        1 
S    .  r,n,„  or  LOOS  .-)  Atter                                                                                               748.12          i                                     2,155.11 

1    ,'    1  M.irciiri                                                                                                                                                             1 

N-i  .Torn  o-  LOSS  E«prr«eri                                    1                      206  ,938  .00 

!>;  (.nllfrl.  il  U.il.liirr'                                                            | 

205,880.00 

UniHThuCycloKxr 

tnnnt^-i  Al  Coul 

0 

0 

0 

0 

0 

0 

Coiipo"  Cw 

0 

<gL^289 

0 

0 

0 

0 

0 

Cr    n«i>OflS 

0 

0 

75 

0 

1060 

Pi  otit  oi  Loi3  Analysis 
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NATICMAL    BAfK    CiP    ^GOJ^GIA 
ATT    MR    HAKOLD    WHlTfc 
3A    PtACH    TRtE     ST    NH 
ATLANTA    GA       30301 


1)00000    311    OObt^O 


5 


biio 


311    006^IiC 


77-0  :> -02 


Averay*?  O-ilancfl 
Avcago  Floal 


Cycle 


200i6iO.CO 
3 1 7  86  •  ti  i. 


Year  io  Dain 


i09,0C0.00 
2.100,00 


Av'.'raop  CollprlPd  BaMnne 


lS6tH^'4.00 
3J  rZta.OO 


Available  DOA  nalnnce 


I6f.'t5&o.00 


Z0b,<r00-00 
3?,733.v>0. 


17't,llT.00 


Total  Avnilablo    for  Inveslmoni 


165, 5  66.00 


17^,117.00 


£nrnn^Q<;  on 

Availnble  DOA  B.ilnncp  -il 


tj.oio 


6fii.h8 


2,a83.7e 


Ii.t,ll  Earnings 


Pindl  WaTiiii  al 


nO, 


6fT.83 
15.  AV 


66t).39 
6.19 


i:',6b3.7b 


^,U3<..C6 


Not  PfciM  0'  li<;-;  (•)  All<> 


660- ?0 


Nel  Profil  or  Lo';'.  Expre-^sed 
as  Cnll<T;.   I  Ralincn 


190,5  72.00 


Unrta  Thi»  Cycle  txpinn^oil  Al  Coil 


2,B15.31 


;'.oi:,069.oo 


Ch«c»l  P 

0 

0 

0 

0 

0 

0 

Couoort  Co»»clion 

'!)■"" 

289 

0 

0 

0 

0 

0 

Cr    R»oo«ti 

0 

0 

75 

c 

795 

1 

01  009^  16  'M  1  77 
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NATIOWAL    RAMK    OF    GEORGIA 
ATT    MR    HAROLD    WHITF 
34    PEACH    TREE    ST    NW 
ATLANTA    GA       30301 

00000 

311    i:0645C 

K 

0 

R250 

311    006450            77-06-01 

5 

Avernyo  Oninnce 
Averaqe  Float 

Cycle 

1 

Year  toDs'e 

37,554.00    ! 
2,093.00     ; 

I73,8»>0.f>0 
2,100.00 

.  = 

Avef.i<ie  ColloclHd  Baianco                                         r 
R«a»"'0(1  Ro^t'^fve  of                   1  c     D*T             ' 

1 

35,461.00     i 
5,6?8,00     ' 

171,700.00 
27,204.00 

= 

Available  DOA  Rnianco                                                    ' 

29,833.00     1 

144,496.00 

= 

To'.Al  Available    (or  Invpilmcnt                                      ' 

1 
29,633.00 

144,496.00 

1 

Earninqs  on                                                                         ; 
Avaifahlo  DDA  B.ilance  el                        "^  »  S  90 

1 
141,64 

3,025.42 

D= 

1 
T'*''  •:  Karnipqs 
Tn(,ii  r^D-mf                                                               ] 

141.64     j 
16.04     1 

3,f?5.4?' 
64, 06 

' 

Prolit  Of  Los  J  (■) 

Prc:.l  Ma-pli  .il                                            ^ 

125.60     I 

j 

6,41 

2,960.46 
25.96 

= 

N»'  Crolit  0'  Loss  (•)  Allpr 
Prol'l  Milipin 

1 
119.19 

2,934.50 

NpI  PrnPI  0'  l^-:  F.'<piP'-.SCl 

a-.  rjiinci''.1  n  ii.Tice 

1 
29,837,00 

163,714.00 

1 

Units  Tht«  Cyclo  CxprQtxfrd  At  CoM 

1 

Chtckt  P*id 

0 

0 

0 

0 

0 

0 

Cnupot  CoriBctioo 

0 

"^         289 

0 

r» 

0 

0 

X' 

C 

' 

0 

75 

180 

1060 
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NATIONAL    RANK    UF    GEORGIA 
ATT    MR    HAROLD    WHITE 
34     PEACH    TREE     ST    NW 
ATLANTA    GA       30301 


000000    3  11    0  06^50 


fe 

0 

fl2  50 

3  11    006450            77-07-01 

^ 

Avrrnqo  Batnnce 
Average  Fioal 

Cytle 

Ypnr  to  Dale 

3,942.00 
2.022.00 

145,600.00 
2.  100.00 

= 

Avptagp  Collet. tPd  BMancf. 
Pequirod  flcsptve  ol 

15-Brt 

1,«2  0.00 

?n=,.oo 

143,500.00 
2?. 6R6.no 

= 

Available  DOA  Djiance 

i                          It  615.00 

120,81A.0O 

= 

Tola:  Avail. ihie    for  Invcslmeni 

i.ftis-on 

i?o,ni4-oo 

Earninq^  on 

Available  <)DA  Balance  al 

5.690 

7.55 

3,032.97 

D- 

Total  Earn.r.;  . 
ToMi  expenses 

7.55 
11-62 

3,032.97' 
7ft. 5fl 

= 

Prolrl  Of  Loss  {-t 
I'-oiii  Ma'Oi"     ■ 

40- 

A.07- 
4-64 

2,956.39 

= 

Nel  Prodi  nr   L05S  |-)  Alter 
Piolil   f.VirdiM 

3.71- 

2,925.79 

NpI  Profit  or  Losi  kTpressert 
as  OoMccted  B.ilancc 

1 

2,213.00- 

133,830.00 

Unili  Thi,  Cycle  Eiprettsd  Al  Coil 


"'"" 

.    0 

°"'""" 

0 

0 

0 

0 

n 

7R 

C5' 

28  9 

0 

0 

0 

0 

Ct 

n 

0 

0 

0 

795 

01  00»«    b  '5) 
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NATIONAL    BANK    OF    GfEORGlA 
ATT    MR    HAROLD    WHITE 
34    PEACH    TREE    ST    NH 
ATLANTA   GA       30301 

000000 

311    006450 

r\ 

0 

02  50 

311    006450 

T7-08-01 

^ 

' 

Avc'oqo  FtOHl 

Cycle 

Year  lo  Date 

31,125.00 
1,159.00 

128,900.00 
2,000.00 

= 

Avri.iae  Coii»cind  Balance 

npnuired  H(".<"vo  o(                     15.63 

29,966.00 
4,759.00 

126,900,00 
20,0t>6.00 

= 

Available  DOA  Balance 

25,207.00 

106,834,00 

= 

toisl  Avaii.ntiie    lor  Inveslment 

25,^07.00 

106,634.00 

Evmnqson 

A>  ..laliin  OOA  Balance  al                       3,  I  UU 

122.02 

3,154.99, 

D  = 

Tol.il  l-:.lininf;5 
Turn  F'pnnicf 

122.02 

8.66 

3,lf:4.99 
85.24 

= 

Prolit  or  Loss  (-) 

Prom  Ma-qin  al                                       40  . 

113.56 
3.46 

3,069.15 

34.06' 

= 

Ncl  Prnlil  or  Loos  (-1  Allpr 
(■"•111  Mnr.i'.l 

109.90 

3,035.69 

NpI  Prolil  nt  Lo<;5  t«oressed 
as  I'^oMpc'rd  Paian^'- 

26,985.00 

117,058.00 

Unit,  Thia  Cycl.  Expi.Med  Al  Cl,l 


Chechi  Pad 

0 

n-i>T.., 

0 

0 

0 

0 

C..1, 

0 

Coupon  Coil»rt>on 

312 

«|l'  "•'"' 

■^      *^' 

0 

0 

0 

0 

Cu.ioa.on 

0 

0 

•ly  Tfmi  0. 

0 

0 

0 

265 

1)1  OOM  16  ly 
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NATIONAL    BANK    OF    GtORGlA 
ATT    MR    HAROLD    WHITE 
34    PCACH    TREE     ST    NW 
ATLANTA    GA       30301 


000000 


311    006450 


Hi 

0 

8  250 

331    006450 

77-09-01 

7) 

Aver;iQ^  Bnlnnce 
Avefaqo  Fioit 

Cycle 

Year  to  Date 

47,408.00 
1,141.00 

118,400.00 
1, BOO. 00 

= 

Ave'Tq*'  CoHocu-ri  n;ilance 
P'-'quifPtI  Hp'.cr^e  of 

1 

1                    46,267.00 
15.f.7           I                       7,3*^3.00 

116,600.00 
18,430.00 

= 

Available  DDA  Balance 

38,924.00 

92,170-00 

= 

Total  Av^il.iWo    fo^  tnvestmnni 

38,924.00 

9  8,  .UO.OO 

Edrninqi  o" 

Avnilablp  f'DA  O.ilance  al 

6.160 

203.65 

3,358.64 

0; 

Toul  E.-ininq5 
Tol.ll  E«pen>;p^ 

203.65 
15.49 

3,358.64 
100.73 

' 

Protil  0(  Liiss  1-1 
Prolil  Ma-gi'i  al 

4C. 

188.16 
6.19 

3,257.91    . 
40.25 

= 

Net  Prow  Of  Loss  (-)  Aller 
Pfoltl  M.uqin 

181.97 

3,217.66 

Net  P'ol'i  or  Loss  K«pre9sed 
as  C  oIlPi  !•  i)  UM^nrf 

41,339.00 

106.C68.00 

.Unit!  This  Cycla  Exp 

reaaod  Al  Cost 

0 

0 

O.IK1.  Uipns.l 

0 

0 

Oepo»il»  0*»'d 

0 

C«n 

0 

Coupon  Colt«clion 

390 

n         289 

0 

*;topt 

0 

0 

*ftP 

0 

0 

0 

*^«j  Thru  l> 

0 

75 

Wk«  I.  >Mr.H  A 

0 

795 

01  omt  >'5'  .  f 
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ChEMICAL 


CREDIT  fllE  COPY  1 


•.'''A^^4U 


\  . .,...,. 

--.    .- 

--- 

"\ 

Affihiilions  Loans                                                                                  '""'JB 
Unu'o.ii.l                          Suciired                              Value  ul  CollalerdI '"^^H 

- 

.■■■'■•.,„. 

Ai.inov.ril 

Full  N.ii.ip  (Ivpe  oi  Piinll                                                          | 

m 

Co,nm,.,„s                                                   ,     ^ 

V 

I    '  "m! 

lACr^C  7    ///o    •  . 

/    '1 

-/ 

tf 

<LS^ 

1 

^ 

-1 
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'   ■"      ' .  '       ''  'BOARD  OF  GOVERNORS  OF  THE  FJEDERAL  RJ5SERVE  SYSTEM^'*''*-*"  '-^^ 

'  *      "        '■■••J     .    .    •  ■      ■  _  ^         •.  yi-^  r  o..;-<  5>V(»-^y|^i,i-,S. 

.■»^--  '     STATEMENT  OF  PURPOSE  OF  A  STOCK-SECURED  "        '     '.•    V>?i  ■ 

.       '  EXTENSION  OF  CREDIT  BY  A  BANK  .  ■ -T  '   '  'j -^  :■; 

'•^        '  (FEDERAL. RESERVE  FORM  U-1)  •     r       ,  V- 

.      A  FALSE  OR  DISHONEST  STATEMENT  BY  THE  CUSTOMER  OR  THE  OFnCER  OF  THE  BANK  ON 

THIS  FORM  MAY  BE  PUNISHABLE  BY  FINE  OR  IMPRISONMENT  (VS.  CODE,  TITLE  15,  SECTION    ' 

78ff  AND  TITLE  18.  SECTION  1001)       .       .^      .^   S    .-  -  ^' > 

■:.■'  ■'•lii .'■'■'_  Ki  ■  ■   -i'     •* 

Instructions:  "   -"■••V    T'^    •    >"       '      .      ' 'j 

(1)  Please  print  or  type  (if  space  is  inadequate  attach  separate  nheet).  -*  .         ■    il 

<2)   The  term  "Block"  is  defined  in  i  221.3(/)  of  RegulaUon  U.  .  ."!   ,1    "    "     i;*^ 

(3)  Part  I   (3)  and  (4)  need  be  filled  in  only  if  the  purpose  of  the  credit  drarribed  jn  Part  1(1)  ii  other  than  to  pnT:   '^ 

chase  or  carry  margin  stock.  -  '>■ 

<4>  In  Part  II  "source  of  valuation"  need  be  filled  in  only  if  such  source  is  other  than  regularly  publislwd  informatioli  * ^. 

in  Journal  of  general  circulation.  ^; 

(5)  Part  n  need  not  be  completed  in  the  case  of  a  credit  of  (5,000  oi'  less  which  is  not  for  the  purpose  of  parchaaing  or   '^i 

•  '•>  carrying  margin  stock.  However,  in  such  cases.  Part  I  must  be  completed  as  if  Part  II  were  completed.  .    -/ 


PARTI  (to  be  completed  by  customerU))  '^  '  ''  ■-■f^'^^riT  .    y'''^i>:^M>)^^'&^ 

(1)  The  purpose  of  this  credit  in  the  amount  of  %..'... '^.^^z^iiSf^rfrir. ,  secured  in  whole  or  in  part  by 

the  stock  listed  in  Part  II  (A)  and  (B)  is  (describe  in  detail) :i „^ ' 


•1- 


(2)  This  bank, Sr.h?.P}..'.9.?.'..™.n.K. —  ,  has  outstanding,  or  has 

(Nam*  of  hank  I 

agreed  to  extend,  to  the  undersigned,  the  following  credits  in  addition  to  the  csedit  described  on  this  form 


(itemize  and  describe  briefly,  including  amounts  and  collateral  if  any) .  If  none,  so  state 


i;..."„ 


(3)  Is  any  of  the  collateral  listed  in  Part  II  (A)  or  (B)  to  be  delivered,  or  has  any  each  coUateral 

...  •/.-;-(■  ••      - 

been  delivered,  from  a  bank,  broker,  dealer,  or  person  other  than  the  undersignpd  Ji  jiY^Q ; ,  No  ^ 
If  yee,  from  whom? Against  payment?      Yes  □   .  No  Q 

(4)  Has  any  of  the  collateral  listed  in  PanUII   (A)   or  (B)   been  owned  less  than  ■ix^.months?. 
Yes  Q     No  M      If  yes,  identify  all  such  collater^  so  owned ~ • ..._..^....-. _j.......^......» 


TTie  undersigned  has  (have)  read  this  form  and  hereby  certifies  anyaArms  that  to  the  bra^Tm^  ,(our) 
knowledge  and  belief  the  information  contained  on  this  form  is  trt^  ac|^e,  an^^^lg^lgj^^^  .  j- 

(     -:..      '         \ 
SIGNED  ■ SIGNED 

(M>ntul   •isn>lur»)  (DaUl  (Mmnu-l    •imalor.l 

(Print  or  trco  ouml  '^f*"'  "  '""  ' 


774 


f^f  '::yf, 


(A)  Collateral  consisting  of  stock,  other  than  debt   securitlefl   tonvertibie   into   margin   stock. ''Hm.??; 
loan  value  of  such  stock  under  the  current  Supplement  to  Regulation  U  is per  cent.     *"'  v.!v 


PAWiI,(t«  ^  completed  by  bank)     ^ 


No.  or  diom 

lUfBlir  onionulr  bir  laaw 

Soore*  of 
••hntioB 

Toul  mukat  . 

'         ■ 

■  ••  "^•:f.i*- ,jJa». 

•m   . 

,_,H ';:;>> .' 

(B)  Collateral  consisting  of  debt  securities  convertible  into  margin  stock.  The  loan  value- of  -  auchft  "C ' 
securities  under  the  current  Supplement  to  Regulation  U  is per  cent.  ."       ■  ,"^.j. 


Pw  OhM 

t                             II«mlM  ovparauly  by  UaiM 

HvU  »rie« 

SonrM  of. 

Total  lurbat 

ptlc  par 

laraa 

■f<!te!?^» 

■..m"w|!!!»^i!f 

'm^^ 
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The  undersigned,  a  duly  authorized  officer  of  the  hrinJn  in  nufirr  that  this  stock-secured  credit  may  be 
sabjcct  to  Regulation  U,  has  read  this  form,  has  accepted  theJbustomer's  statement  on  Part  I  in  good 
faith  as  defined  below*,  and  hereby  certifies  and  affirms  that  jp  the  best  of  his  knowledge  and  belief  all 
the  information  contained  on  this  fotm  is  true,  accurate,  and  nmplcte. 


^^ 


Date. 


SIGNED 


Chemical  Bank 


t* 


I  Prist  or  tnx  »•••  *ai  tUla) 


:ing  in  good  .wt-' 
2)  if  he  h«i  ^,' 


•  Regulation  U  re<|uire8  Ihal  the  customer's  statement  on  this  form  be  accepted  by  »n  oflRcer  of  the  bank  actii 
faith.  Good  faith  requires  that  such  officer  (1)  must  be  alert'  to  the  circumstances  samianding  the  credit,  and  (2) 
any  information  which  would  cause  a  prudent  man  not  to  accept  the  statement  without  inquiry,  has  investigated  and  is  satis- 
fied that  the  statement   is   truthful    Among  the   facts  which  would  require  such  invcstifcalion  are  receipt  of  the  itatement 
through  the  mail  or  from  a  third  party.  ^i  "i^'^T^'  - 


THIS  FORM  MUST  BE  RETAINED  BY  THE  BANK  FOR  AT  LEAST  THREE  YEARS  AFTER  THE  j.^ 
TERMINATION  OF  THIS  CREDIT  t  .>.-';        ,, " 
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'»    ^       The  National  Bank  of  Georgia.  34  Peachtree  Street  N  W.Atlanta  GaOOaOl     J)  j^^.,v^ 
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CHALMERS  1 


MATTOX.   TEX. 


U.S.  HOUSE  OF  REPRESENTATIVES 

SUBCOMMITTEE  ON  FINANCIAL  INSTITUTIONS 
SUPERVISION,  REGULATION  AND  INSURANCE 

OF  THE 

COMMITTEE  ON  BANKING.  FINANCE  AND  URBAN  AFFAIRS 
Ninety-Fifth  Congress 

WASHINGTON,  D.C.     20515 
September   20,    1977 


Mr.    John  F.   McGillicuddy 

President 

Manufacturers-Hanover  Trust  Company 

350  Park  Avenue 

New  York,  New  York  10022 

Dear  Mr.  McGillicuddy: 

As  you  know,  on  August  18,  1977,  the  Comptroller  of  the  Currency 
issued  a  three-volume  report  entitled,  "Inquiry  into  Certain  Matters 
Relating  to  T.  Bertram  Lance  and  Various  Financial  Institutions,"  in 
which  your  bank  was  mentioned.   This  report  has  raised  several  questions 
which  the  Subcommittee  would  like  answered  in  connection  with  their 
continuing  oversight  and  legislative  responsibilities. 

1.  Please  provide  the  Subcommittee  with  the  dates  of  opening  and 
any  closing  of  the  correspondent  account  of  the  National  Bank  of  Georgia 
at  your  bank. 

2.  Please  provide  the  Subcommittee  with  your  own  bank's  analysis 
of  the  balances  in  this  account.   The  Subcommittee  has  been  informed  by 
bank  regulators  testifying  this  month  that  most  banks  prepared  these 
analyses  monthly. 

3.  Please  provide  the  Subcommittee  with  an  analyses  of  the  services 
provided  the  National  Bank  of  Georgia  and  your  analyses  of  the  costs  of 
these  services  on  a  monthly  basis. 

4.  Please  provide  the  Subcommittee  with  the  dates  of  opening  and 

any  closing  of  the  correspondent  account  of  the  Calhoun  First  National  Bank 
at  your  bank. 

5.  Please  provide  the  Subcommittee  with  your  own  bank's  analysis 
of  the  balances  in  this  account  from  1973  to  date.  The  Subcommittee 
understands  that  these  analyses  are  prepared  monthly. 

6.  Please  provide  the  Subcommittee  with  an  analyses  of  the  services 
provided  the  Calhoun  First  National  Bank  and  your  analyses  of  the  costs 
of  these  services  on  a  monthly  basis  for  the  period  1973  to  date. 
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Mr.  John  McGlllicuddy  -2-        September  20,  1977 

7.  Please  provide  the  Subcommittee  with  a  copy  of  your  bank's  written 
policies  governing  the  operations  of  correspondent  accounts. 

8.  Please  provide  the  Subcommittee  with  copies  of  the  written  policies 
at  your  bank  regarding  the  separation  of  departments,  i.e.,  how  is 
information  shared  among  your  lending  officers  and  your  correspondent 
department  officers? 

9.  Please  provide  the  Subcommittee  with  a  copy  of  your  current 
operating  policy  regarding  loans  to  purchase  bank  stock  with  the 
bank  stock  serving  as  collateral. 

10.  The  Comptroller's  report  relates  that  on  December  22,  1976  a 
demand  deposit  account  was  set  up  at  your  bank  which  allowed  a  company 
called  Argent  investors  Management  Corporation  to  act  on  the  National 
Bank  of  Georgia's  behalf  with  regard  to  securities  owned  by  NBC  and 
held  at  your  bank  for  safekeeping  or  custody.   On  April  18,  1977  the 
board  of  directors  of  the  National  Bank  of  Georgia  passed  a  resolution 
to  discontinue  this  account  and  to  so  inform  your  bank.   Correspondence 
in  the  Comptroller's  report  indicates  that  the  National  Bank  of  Georgia 
suffered  losses  from  this  arrangement. 

Does  your  bank  have  any  other  third-party  arrangements  with  their 
correspondent  banks  such  as  described  above?  Please  provide  the  Subcommittee 
your  own  bank's  analyses  of  this  account  from  December,  1976  through 
April,  1977.   Please  provide  the  Subcommittee  with  any  written  material 
you  were  provided  concerning  Argent  Investors  Management  Corporation. 

Because  of  ongoing  legislative  hearings,  your  earliest  response  will 
be  appreciated. 


Sincerely, 


Germain 


FJStG:mLr 
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MANUFACTURERS  HANOVER  TRUST  COMPANY 

3BD    PARK    AXENJE    N  EIW   yQRK..  N    Y    lUOaZ 


LEGAL  DEPARTMENT  September    29,    1977 

Mr.  Bernard  J.  St  Germain,  Chairman 
U.S.  House  of  Representatives 
Subcommittee  on  Financial  Institutions 

Supervision,  Regulation  and  Insurance 

of  the  Committee  on  Banking,  Finance 

and  Urban  Affairs 
Ninety-Fifth  Congress 
Washington,  D.  C.   20515 

Dear  Mr.  Chairman: 

Reference  is  made  to  your  letter  of  September 
20,  1977  requesting  that  certain  information  concerning 
the  accounts  referred  to  therein  maintained  with  Manu- 
facturers Hanover  Trust  Company  be  provided  to  your 
Subcommittee . 

To  the  extent  available  and  feasible  the  in- 
formation and  dociiments  requested  will  be  accummulated 
and  submitted  to  the  Subcommittee  as  promptly  as  prac- 
ticable.  However,  a  good  deal  of  the  information  re- 
quested relates  to  the  business  and  financial  affairs 
of  customers  which  are  confidential  and  accordingly  can 
not  be  voluntarily  disclosed  or  released. 

Accordingly,  it  is  respectfully  requested  that 
an  appropriate  subpoena  be  issued  to  provide  a  proper 
basis  for  a  response  to  your  letter. 


Very  >fei:uly  yours , 

Ernest  D.  Stein 
Senior  Vice  President 


cc:   Subcommittee  Members 
Mr.  Reuss 
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U.S.  HOUSE  OF  REPRESENTATIVES 

SUBCOMMITTEE  ON  FINANCIAL  INSTITUTIONS 
SUPERVISION.  REGULATION  AND  INSURANCE 

OF  THE 

COMMITTEE  ON  BANKING,  FINANCE  AND  URBAN  AFFAIRS 
Ninety-Fifth  Congress 

WASHINGTON,  D.C.     20515 
September   20,    1977 


ROUSSCLOT.   CALIF. 
P.  WYLIE,  OHIO 

J.   HYDE.   ILL. 


Mr.  Richard  L.  Thomas,  President 
First  National  Bank  of  Chicago 
One  First  National  Plaza 
Chicago,  Illinois  60670 

Dear  Mr .  Thomas : 


As  you  know,  on  August  18,  1977  the  Comptroller  of  the  Currency 
Issued  a  three-volume  report  entitled,  "Inquiry  into  Certain  Matters 
Relating  to  T.  Bertram  Lance  and  Various  Financial  Institutions,"  in  which 
your  bank  was  mentioned.   This  report  has  raised  several  questions 
which  the  Subcommittee  would  like  answered  In  connection  with  their 
continuing  oversight  and  legislative  responsibilities. 

1.  Please  provide  the  Subcommittee  with  the  dates  of  opening  and 
any  closing  of  the  correspondent  account  of  the  National  Bank  of  Georgia 
at  your  bank. 

2.  Please  provide  the  Subcommittee  with  your  own  bank's  analysis 
of  the  balances  in  this  account.   The  Subcommittee  has  been  informed  by 
bank  regulators  testifying  this  month  that  most  banks  prepared  these 
analyses  monthly. 

3.  Please  provide  the  Subcommittee  with  an  analyses  of  the  services 
provided  the  National  Bank  of  Georgia  and  your  analyses  of  the  costs  of 
these  services  on  a  monthly  basis. 

4.  Please  provide  the  Subcommittee  with  a  copy  of  your  bank's  written 
policies  governing  the  operations  of  correspondent  accounts. 

5.  Please  provide  the  Subcommittee  with  copies  of  the  written  policies 
at  your  bank  regarding  the  separation  of  departments,  i.e.,  how  is 
information  shared  among  your  lending  officers  and  your  correspondent 
department  officers? 
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6.  On  January  6  of  this  year,  your  bank  made  two  loans  to  Mr.  and 
Mrs.  T.  Bertram  Lance  in  the  amounts  of  $1,800,000  secured  and  $1,625,000 
unsecured,  for  a  total  exposure  of  $3,425,000.   On  July  7,  1977,  your 
bank  rewrote  these  into  one  note  for  $3,435,000  signed  by  Thomas 
Mitchell,  trustee. 

Please  provide  the  Subcommittee  with  your  own  bank's  internal 
classification  of  this  debt.   Please  indicate  to  the  Subcommittee  what 
collateral  exists  behind  this  loan  and  the  dates  on  which  such  collateral 
was  secured.   Please  indicate  to  the  Subcommittee  the  changes  in  the 
collateral  securing  this  indebtedness  on  a  transaction  by  transaction  basis 
and  provide  the  dates  of  these  transactions. 

7.  Senate  testimony  indicates  that  national  bank  examiners  have 
recently  examined  this  indebtedness  at  your  bank. 

Please  provide  the  Subcommittee  with  the  classification  assigned  to 
this  indebtedness  by  these  national  bank  examiners  and  any  collateral 
improvement  steps  suggested  by  these  examiners. 

Because  of  ongoing  legislative  hearings,  your  earliest  response  will 
be  appreciated. 


Sincerely, 


Germain 


FJStG:mLr 
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OCT  2  8 1977 


THE   FIRST   NATIONAL  BANK    OF   CHICAGO 


October  25,  1977 


The  Honorable  Fernand  J.  St  Germain 
Chairman 

Subcommittee  on  Financial  Institutions 
Supervision,  Regulation  and  Insurance 
U.S.  House  of  Representatives 
Washington,  D.C.    20515 

Dear  Mr.  Chairman: 

In  response  to  your  letter  dated  September  20,  1977,  we  submit 
the  following: 

Question  (1)   Please  provide  the  Subcommittee  with  the  dates 
of  opening  and  any  closing  cf  the  correspondent  account  of  the 
National  Bank  of  Georgia  ("NBG")  at  your  bank. 

Answer:   March  31,  1976  -  Account  opened  by  Hamilton  Bank 
and  Trust  Co. 

April,  1976  -  NBG  Board  authorizes  The  First 
National  Bank  of  Chicago  ("PNBC")  as  approved  depository. 

October,  1976  -  Hamilton  Bank  of  Georgia  acquired 
by  NBG  and  title  of  our  Hamilton  account  changed  to  NBG. 

November  10,  1976  -  NBG  closed  former  Hamilton 
Bank  account . 

December  8,  1976  -  NBG  opened  account  with  FNBC 
with  $50,000  Initial  deposit,  and  such  account  remains  open  today. 

Question  (2)   Please  provide  the  Subcommittee  with  your  own 
bank's  analysis  of  the  balances  in  this  account.   The  Subcommittee 
has  been  informed  by  bank  regulators  testifying  this  month  that 
most  banks  prepared  these  analyses  monthly. 


ONE  FIRST  NATIONAL  PLAZA  /  CHICAGO,  ILLINOIS  60670 
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The   First  National   Bank  of   Chicago 

coNT.No.NG  OUR  LtiTEB  OF  Qctober  25,  1977 
SMtt,  NO  Two 


Answer:   We  give  you  herewith  the  most  recent  data 
(August,  1977)  which  have  been  collected  on  the  NBG  correspondent 
account  (dollars  In  thousands). 


Book 
Balance 

Available 
Balance 

Free 
Balance 

228 

225 

166 

3 

228 

225 

166 

3 

219 
220 

l6l 
3 

Current  Month 
Last  Month 
Year  To  Date 
Last  Year 

Question  (3)   Please  provide  the  Subcommittee  with  an  analyses 
[sic]  of  the  services  provided  NBG  and  your  analyses  of  the  costs 
of  these  services  on  a  monthly  basis. 

Answer :   The  services  provided  by  FNBC  can  be  grouped  as 
follows : 

a)  advice  on  the  development  of  NBG's 
corporate  banking  business  and  the 
development  of  relationships  with 
corporations  outside  the  immediate 
Atlanta  area, 

b)  training  of  NBG  personnel,  specifically 
David  Lance,  Commercial  Officer,  who 
trained  at  PNBC  for  eight  weeks, 

c)  assistance  in  asset  and  liability  manage- 
ment; this  has  Involved  FNBC  personnel 
visiting  Atlanta  and  discussing  asset  and 
liability  management  techniques, 

d)  the  trading  of  "Federal  Funds"  with  NBG. 

The  above  services  are  In  addition  to  regular  operat- 
ing services.   The  profit  on  NBG  account  after  deducting  the  cost 
of  regular  operating  services,  but  before  any  deduction  for  cost 
or  fair  market  value  of  services  in  the  four  areas  cited  above, 
averaged  approximately  $600  per  month  for  the  first  eight  months 
of  this  year. 

Question  (^)   Please  provide  the  Subcommittee  with  a  copy  of 
your  bank's  written  policies  governing  the  operations  of  corres- 
pondent accounts. 
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The  first  Nationai,  Bank  of   Chicago 

CONTINUING     OUB     LETTEB     OF  QctObeP       25,        1977 

Shut  no   Three 

Answer:   FNBC  has  no  written  policies  governing  the  opera- 
tions of  correspondent  accounts. 

Question  (5)   Please  provide  the  Subcommittee  with  copies 
of  the  written  policies  at  your  bank  regarding  the  separation 
of  departments.  I.e.,  how  Is  Information  shared  among  your 
lending  officers  and  your  correspondent  department  officers? 

Answer:   FNBC  has  no  written  policy  relating  to  the  sharing 
of  Information  among  lending  officers  and  correspondent  bank 
department  officers.   FNBC  has  no  general  written  policy  regard- 
ing the  separation  of  the  lending  department  from  the  correspondent 
bank  department;  however,  there  is  a  bank  policy  relating  to 
which  department  handles  loans  to  bank  officers  or  shareholders 
which  are  collateralized  by  securities  of  the  bank  with  which 
the  borrower  Is  employed.   Such  written  policy  Is  as  follows: 

Loans  to  bank  officers,  employees, 
directors  or  stockholders,  secured  by  stock, 
bonds  or  notes  (whether  closely  held  or 
publicly  traded)  of  the  bank  or  bank  holding 
company  with  which  the  borrower  Is  employed 
or  affiliated  or  a  loan  to  a  bank  officer 
or  employee  to  finance  the  exercise  of  an 
option  to  purchase  stock  of  a  bank  or  bank 
holding  company,  regardless  of  whether  such 
loan  Is  secured  or  unsecured,  must  be 
handled  by  the  Executive/Professional 
Banking  Division  of  the  Personal  Banking 
Department . 

Each  such  loan  must  be  priced  and 
justified  solely  on  Its  merits  (Including 
a  satisfactory  personel  financial  statement 
where  appropriate),  i.e.,  priced  without 
consideration  of  any  correspondent  bank, 
bank  holding  company  or  other  corporate  demand 
deposit  balances  or  relationships  which  may 
be  maintained  at  this  bank  by  the  borrower's 
employer  or  affiliate. 

Question  (6)   On  January  6  of  this  year,  your  bank  made  two 
loans  to  Mr.  and  Mrs.  T.  Bertram  Lance  in  the  amounts  of  $1,800,000 
secured  and  $1,625,000  unsecured,  for  a  total  exposure  of 
$3,'<25,000.   On  July  7,  1977,  your  bank  rewrote  these  into  one 
note  for  $3,^35,000  [sic],  signed  by  Thomas  Mitchell,  trustee. 
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The  First  National  Batsk  of  Chicago 

CONT, NU, NO     OUB     LETTER     or        OctObeP       25,       1977 

SHttT  NO   pQ^J, 


Please  provide  the  Subcommittee  with  your  own 
bank's  Internal  classification  of  this  debt.   Please  Indicate  to 
the  Subcommittee  what  collateral  exists  behind  this  loan  and  the 
dates  on  which  such  collateral  was  secured.   Please  Indicate  to 
the  Subcommittee  the  changes  In  the  collateral  securing  this 
Indebtedness  on  a  transaction  by  transaction  basis  and  provide 
the  dates  of  these  transactions. 

Answer:   We  consider  our  Internal  classification  of  any 
indebtedness  to  be  a  private  and  Internal  matter. 

Attached  as  Exhibit  A  is  a  summary  of  the  collateral 
securing  PNBC's  loans  to  the  T.  Bert  Lance  and  LaBelle  Lance 
Personal  Assets  Trust  u/a/d  January  21,  1977,  Thomas  Mitchell, 
trustee.   There  have  been  no  substitutions  or  withdrawals  of 
collateral  by  the  borrower  although  collateral  has  been  delivered 
to  transfer  agents  for  re-reglstratlon  in  certain  cases. 

Question  (7)   Senate  testimony  indicates  that  national  bank 
examiners  have  recently  examined  this  Indebtedness  at  your  bank. 

Please  provide  the  Subcommittee  with  the 
classification  assigned  to  this  Indebtedness  by  these  national 
bank  examiners  and  any  collateral  Improvement  steps  suggested  by 
these  examiners . 

Answer:   Although  disclosure  by  FNBC  of  the  classification 
of  this  loan  by  the  national  bank  examiners  may  result  in  a  vio- 
lation of  the  provisions  of  12  C.P.R.  §4.l8(c)  and  Comptroller 
of  the  Currency  Interpretive  Ruling  #7. 6025(c),  we  note  that 
Mr.  Helraann,  the  Comptroller  of  the  Currency,  has  publicly  stated 
that  the  loan  has  been  classified  substandard,  a  classification 
with  which  FNBC  does  not  concur. 

Very  truly. yours. 


Richard  L.  Thomas 
President 


RLT:sb 
attachments 
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EXHIBIT   A 
SUMMARY  OF  COLLATERAL 


DATE 
RECEIVED 


1/10/77 


1/24/77 


5/24/77 
7/21/77 


DESCRIPTION 


Calhoun  First  National  Bank 
-  Common  Stock 


National  Bank  of  Georgia 
-  Common  Capital  Stock 


NUMBER  OF  SHARES 
OR  FACE  AMOUNT 


8,375 
148,118 


Massachusetts  Mutual  Life  Insurance  Company 
Policy  No.  5  402  911  On  the  Life  of  Thomas 
B.  Lance  in  the  amount  of  $750,000.00 
Yearly  Renewable  Term  Life 

National  Life  Insurance  Company 
Policy  No.  1552053  On  the  Life  of  Thomas 
B.  Lance  in  the  amount  of  $750,000.00 
Yearly  Renewable  Term  Life 

Provident  Life  and  Accident  Insurance  Company 
Policy  No.  881502  On  the  Life  of  Thomas  B. 
Lance  in  the  amount  of  $500,000.00 

National  Bank  of  Georgia 
-Common  Capital  Stock 

Abercrombie  &  Fitch  Company 

-  Common  Stock 

American  Buildings  Company 

-  Common  Stock 

American  Telephone  and  Telegraph  Company 

-  Common  Stock 

American  Telephone  and  Telegraph  Company 

-  Thirty  Year  Debenture 

American  Telephone  and  Telegraph  Company 

-  Convertible   Preferred   Shares 


Anacomp,  Inc. 


Common  Stock 


14,811 
126 
500 


$900 

5 
125 


/«/ 


'^'^TE  NUMBER  OF  SHARES 

RECEIVED         DESCRIPTION  OR  FACE  AMOUNT 

7/21/77         Anglo  American  Corporation  of  South  Africa, 

continued        Limited  -  American  Depositary  Receipt  500 

Anglo  American  Gold  Investment  Company, 

Limited  -  American  Depositary  Receipt  200 

Astro  Dye  Works,  Inc.  -  Capital  Stock  100 

Atlantic  American  Corporation  -  Common  Stock  2,000 

Atlantic  Richfield  Company  -  Common  Stock  40 

Bank  Building  &  Equipment  Corporation  of 

America  -  Common  Stock  300 

Barden  Corporation  -  Common  Stock  30 

Calhoun  First  National  Bank  -  Common  Capital 

Stock  1,047 

Campbell  Chibougamau  Mines  LTD.  -  Class  A 

Capital  Stock  500 

Castle  &  Cooke,  Inc.  -  Common  Stock  1 

Chase  Manhattan  Bank  (National  Association) 

-  Convertible  Capital  Note  $300 

Chase  Manhattan  Corporation  -  Common  Stock  27 

Citizens  and  Southern  Realty  Investors 

-  Shares  of  Beneficial  Interest  100 

Coca-Cola  Company  -  Common  Stock  15 

Coeur  D'Alene  Mines  Corporation 

-  Common  Stock  120 

Computer  Sciences  Corporation 

-  Common  Stock  10 

Concrete    Products,    Inc.-   Common  Stock  1,700 

Concrete    Products,    Inc.-   Registered 

Subordinated    Debenture  $5,280 


98-440  O  -  77  -  pt.  2  -  27 
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DATE 
RECEIVED 


DESCRIPTION 


NUMBER  OF  SHARES 
OR  FACE  AMOUNT 


7/21/77 
continued 


Conroy,  Inc.  -  Common  Stock 

Cousins  Mortgage  and  Equity  Investments 
-Shares  of  Beneficial  Interest 

Cousins  Properties  Incorporated-Common  Stock 

Day  Mines,  Inc.  -  Common  Stock 

De  Beers  Consolidated  Mines  Limited 
-  American  Depositary  Receipt 


Desota  Falls  Spinners,  Inc. 
Stock 


Common  Capital 


Digital  Equipment  Corporation-  Common  Stock 

Eastmet  Corporation  -  Common  Stock 

Electronic  Data  Systems  Corporation-  Common 
Stock 

Energy  Reserves  Group,  Inc.-  Common  Stock 

Forward  Fairmount  Development  Corp.  -  Capital 
Stock 

Free  State  Geduld  Mines  Limited-  American 
Depositary  Receipt 

Galaxy  Carpet  Mills,  Inc.  -  Common  Stock 

General  Motors  Corporation  -  Common  Stock 

Gray  Communications  Systems , Inc .-Common  Stock 

International  Business  Machines 
Corporation  -  Capital  Stock 

Ionics,  Incorporated  -  Common  Stock 

Kenton  Corporation  -  Common  Stock 

Kloof  Gold  Mining  Company  Limited 
-American  Depositary  Receipt 

Levin  Computer  Corporation  -  Common  Stock 

LTV  Corporation  -  Common  Stock 

Memorex  Corporation  -  Common  Stock 


300 

100 
390 
200 

1,000 

8,198 

30 

450 

25 

100 

3,500 

100 

1,450 

17 

150 

1 
25 
10 

100 

9 

33 

10 
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DATE  NUMBER  OF  SHARES 

RECEIVED         DESCRIPTION  OR  FACE  AMOUNT 

National  Airlines  Incorporated-  Comnion  Stock  100 

National  Bank  of  Georgia  -  Common  Capital 

Stock  770 

National  City  Bank  of  Rome  -  Common  Capital 

Stock  443 

Nationwide  Corporation  -  Class  A  Common  Shares  800 

NCR  Corporation-  Common  Stock  20 

Northwest  Georgia  Bank  -  Capital  Stock  2,700 

Optical  Scanning  Corporation  -  Common  Stock  10 

Pato  Consolidated  Gold  Dredging  Limited 

-Capital  Stock  1,000 

Penn  Corporation  -  Common  Stock  400 

Polaroid  Corporation  -  Common  Stock  10 

Reserve  Oil  and  Gas  Company  -  Common  Stock  9 

Saunders  Leasing  System,  Inc.  -  Common  Stock  150 

Shaw  Industries,  Inc.  -  Common  Stock  421 

Silver  Dollar  Mining  Company  -  Common  Stock  200 

Tenneco  Offshore  Company,  Inc. 

-Common  Stock  1,500 

Tenneco  Offshore  Company,  Inc. 

-  Convertible  Debenture  $5,000 

Textron  Inc.-  Common  Stock  33 

Tiffany  &  Company  -  Common  Stock  190 

Triangle  Corporation  300 

Tr i-South  Mortgage  Investors 

-Shares  of  Beneficial  Interest  100 

Unicapital  Corporation  -  Common  Stock  400 
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DATE 
RECEIVED 


DESCRIPTION 


NUMBER  OF  SHARES 
OR  FACE  AMOUNT 


1/21/11 
cont  inued 


8/15/77 


8/24/77 


United  Keno  Hill  Miles  Limited-  Capital 

Stock  200 

US  Life  Corporation  -  Common  Stock  96 

Visual  Sciences,  Inc.  -  Common  Stock  924 

Wa  Sko  Gold  Products  Corp.  -  Common  Shares  1,350 

Western  Deep  Levels  Limited  -  American 

Depositary  Receipt  100 

Western  Holdings  Limited  -  American  Depositary 

Receipt  100 

Windsor    Life    Insurance   Company  of   America- 
Capital    Stock  200 

World-Wide  Coin    Investments,    LTD  -   Common 

Stock  1,000 

Coca-Cola  Company  -  Common  Stock  15 

Cohutta  Banking  Company  -  Capital  Stock  1,636 

Digital  Equipment  Corporation-  Common  Stock  30 

National  Bank  of  Georgia-  Common  Capital 

Stock  840 

Shaw  Industries  Inc.  -  Common  Stock  42 

Walker  County  Bank  -  Common  Stock  28 

Associated  Coca-Cola  Bottling  Co., 

Inc.  -  Common  Stock  100 

Conchemco,  Incorporated  -  Common  Stock  100 

Control  Data  Corporation  -  Common  Stock  600 

Delta  Air  Lines,  Inc.  -  Common  Stock  100 

E  G  &  G,  Inc.  -  Common  Stock  500 

Franklin  Mint  Corporation  -  Common  Stock  400 

Fuqua  Industries,  Inc.  -  Common  Stock  1,500 

Hecla  Mining  Company  -  Capital  Stock  200 
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DATE 
RECEIVED 


DESCRIPTION 


NUMBER  OF  SHARES 
OR  FACE  AMOUNT 


8/26/77 
8/30/77 


Midland  Company  -  Common  Stock  200 

National  Service  Industries,  Inc. -Common  Stock    1,000 

Natomas  Company  -  Common  Stock  100 

Norton  Simon,  Inc.  -  Common  Stock  200 

Scotty's  Inc.  -  Common  Stock  400 

Shaw  Industries,  Inc.  -  Common  Stock  700 

Southdown,  Inc.  -  Common  Stock  400 

Sybron  Corporation  -  Common  Stock  400 

Texasgulf  Inc.  -  Common  Stock  100 

Textron  Inc.  -  Common  Stock  100 

Tropicana  Products,  Inc.  -  Common  Stock            200 

UAL,  Inc.  -  Common  Stock  200 

Western  Air  Lines,  Inc.  -  Capital  Stock            200 

Williams  Companies  -  Common  Stock  200 

Unique  Processing  Company,  Inc.  -  Capital  Stock      500 

Hecla  Mining  Company  -  Capital  Stock  16 

Midland  Company  -  Common  Stock  20 

Natomas  Company  -  Common  Stock  81 

Norton  Simon,  Inc.  -  Common  Stock  25 

O'Kiep  Copper  Company  Limited  - 

Certificate  for  "American  Shares"  30 

O'Kiep  Copper  Company  Limited  - 

Certificate  for  "American  Shares"  20 

Shaw  Industries,  Inc.  -  Common  Stock  31 

Sybron  Corporation  -  Common  Stock  72 

Texasgulf  Inc.  -  Common  Stock  58 


792 


DATE 
RECEIVED 


9/6/77 


9/12/77 


DESCRIPTION 


NUMBER  OF  SHARES 
OR  FACE  AMOUNT 


9/13/77 
9/21/11 


Textron  Inc.  -  Common  Stock  5 

Union  Oil  Company  of  California  -  Common  Stock  3 

Western  Air  Lines,  Inc.  -Common  Stock  (Stamped)  78 

Mortgage  of  residence  in  Atlanta,  Georgia 

Mortgage  on  real  estate  parcels  in  Gordon  County, 
Georg  ia 

Mortgage  of  home  in  Sea  Island,  Georgia 

American  Petrofina,  Incoporated  -  Class  A  Stock     100 

Anglo  American  Gold  Investment  Company  Limited 

-  American  Depositary  Receipt  100 

Commercial  Alliance  Corporation  -  Common  Stock      200 

Eastern  Air  Lines,  Inc.  -  Common  Stock  300 

Free  State  Geduld  Mines  Limited  -  American 

Depositary  Receipt  100 

Nytronics,  Inc.  -  Capital  Stock  10 

G  R  I  Corporation  -  Common  Shares  300 

Commercial  Alliance  Corporation-  Cumulative 

Preferred  Stock  10 
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FERNANO  J   ST  GERMAIN,  R.I. .CHAIRMAN  JOHN  M.   ROUSSELOT.  CAUF. 

CHALMERS  P.   WYUE.   OHIO 

.y  HENRY    J.    HYDE.    ILL. 

'-<•'■  U.S.  HOUSE  OF  REPRESENTATIVES  f^M^rsT^cH'.TwA 

^  SUBCOMMITTEE  ON  FINANCIAL  INSTITUTIONS 

SUPERVISION.  REGULATION  AND  INSURANCE 
OF  THE 
'•  COMMITTEE  ON  BANKING.  FINANCE  AND  URBAN  AFFAIRS 

NiNETV-FiFTH  Congress 

WASHINGTON,  D.C.    20515 

September   20,    1977 

Mr.  C.  H.  Butcher,  Jr. 

Chairman  and  Chief  Executive  Officer 

United  American  Bank  in  Nashville 

200  Fourth  Avenue,  North 

Box  2508 

Nashville,  Tennessee  37219 

Dear  Mr.  Butcher: 

As  you  know,  on  August  18,  1977,  the  Comptroller  of  the  Currency 
issued  a  three-volume  report  entitled,  "Inquiry  into  Certain  Matters 
Relating  to  T.  Bertram  Lance  and  Various  Financial  Institutions,"  in  which 
your  bank  was  mentioned.   This  report  has  raised  several  questions 
which  the  Subcommittee  would  like  answered  in  connection  with  their 
continuing  oversight  and  legislative  responsibilities. 

1.  Please  provide  the  Subcommittee  with  the  dates  of  opening  and 
any  closing  of  the  correspondent  account  of  the  National  Bank  of  Georgia 
at  your  bank. 

2.  Please  provide  the  Subcoimnittee  with  your  own  bank's  analysis 
of  the  balances  in  this  account.   The  Subcommittee  has  been  informed  by 
bank  regulators  testifying  this  month  that  most  banks  prepared  these 
analyses  monthly. 

3.  Please  provide  the  Subcommittee  with  an  analyses  of  the  services 
provided  the  National  Bank  of  Georgia  and  your  analyses  of  the  costs  of 
these  services  on  a  monthly  basis. 

4.  Please  provide  the  Subcommittee  with  the  dates  of  opening  and 

any  closing  of  the  correspondent  account  of  the  Calhoun  First  National  Bank 
at  your  bank. 

5.  Please  provide  the  Subcommittee  with  your  own  bank's  analysis 
of  the  balances  in  this  account  from  1973  to  date.   The  Subcommittee 
understands  that  these  analyses  are  prepared  monthly. 

6.  Please  provide  the  Subcommittee  with  an  analyses  of  the  services 
provided  the  Calhoun  First  National  and  your  analyses  of  the  costs 

of  these  services  on  a  monthly  basis  for  the  period  1973  to  date. 

7.  Please  provide  the  Subcommittee  with  a  copy  of  your  bank's  written 
policies  governing  the  operations  of  correspondent  accounts. 

8.  Please  provide  the  Subcommittee  with  copies  of  the  written  policies 
at  your  bank  regarding  the  separation  of  departments,  i.e.,  how  is 
Information  shared  among  your  lending  officers  and  your  correspondent 
department  officers? 

Because  of  ongoing  legislative  hearings,  your  earliest  response  will 
be  appreciated. 


Sincerely, 


FJStG:mLr  — ' ^^   ^^™^^" 
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200   FOURTH   AVENUE,    NORTH/NASHVILLE,   TENNESSEE   37219/(615)    259-4<»8 


Ml^ 


FRANK   A.   WOODS 

UNITED  AMERICAN  BANK  president 

November  7,  1977 


Mr.  Fernand  J.  St  Germain 

Chairman 

U.  S.  House  of  Representatives 

Subcommittee  on  Financial  Institutions 

Supervision,  Regulation  and  Insurance 

of  the  Committee  on  Banking,  Finance  and  Urban  Affairs 

Ninety-Fifth  Congress 

Washington,  D.  C.  20515 

Dear  Mr.  St  Germain: 

The  purpose  of  this  letter  is  to  respond  on  behalf  of  United  American 
Bank  of  Nashville  to  your  letter  dated  September  20,  1977,  requesting  certain 
information  pertaining  to  your  continuing  oversight  and  legislative 
responsibilities  as  they  relate  to  the  Comptroller  of  the  Currency  report 
entitled  "Inquiry  into  Certain  Matters  Relating  to  T.  Bertram  Lance  and 
Various  Financial  Institutions". 

Your  letter  of  September  20  sets  forth  eight  specific  questions 
and  I  will  attempt  to  answer  each  one  as  follows: 

1.  The  National  Bank  of  Georgia  opened  an  account  with  this 
Bank  on  September  23,  1976,  and  the  account  was  closed 
on  October  18,  1977. 

2.  Attached  as  Exhibit  A  is  a  memorandum  prepared  by  Alan 
Haefele,  who  is  a  Senior  Vice  President  of  this  Bank  in 
charge  of  the  Operations/Financial  Management  Division. 
This  summary  memorandum  analyzes  the  account  during  its 
most  active  period  and  during  the  period  since  February, 
1977,  when  there  were  fewer  services  being  provided. 

3.  Exhibit  A  contains  this  information. 

4, 5, and  6.  The  Calhoun  First  National  Bank  has  not  had  an  account 
with  this  Bank. 

7.  Attached  as  Exhibit  B  is  one  of  our  Correspondent  Banking 
brochures  which  outlines  the  philosophy  and  general  policies 
for  Correspondent  banks. 
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Attached  as  Exhibit  C  is  a  management  chart  which  shows 
the  separation  of  the  major  departments  within  the  Bank, 
including  the  Correspondent  Division.  Information  is  shared 
among  our  lending  officers  and  our  Correspondent  Department 
officers  at  two  weekly  meetings:  one  on  Monday  of  the 
Correspondent  Committee  of  the  Bank  and  one  on  Friday  of 
the  Correspondent  Loan  Committee.  The  Senior  Management 
Committee  also  shares  information  regarding  all  aspects 
of  this  Bank's  operations.  Attached  as  Exhibit  D  is  a  summary 
of  the  loan  committees  for  this  Bank. 


The  foregoing  should  provide  you  with  a  complete  summary  of 
relevant  answers  to  your  questions.  I  am  sorry  that  it  has  taken  several 
weeks  to  provide  this  information,  but  I  felt  that  it  was  necessary  to 
receive  the  approval  of  an  Executive  Officer  of  the  National  Bank  of 
Georgia  before  releasing  the  information  pertaining  to  their  account  and 
they  granted  such  permission  without  reservation.  I  also  wanted  to  re-check 
on  the  possible  existence  of  an  account  from  the  Calhoun  First  National  Bank 
for  which  our  Operations  Department  could  find  no  records  of  any  such  account. 

I  trust  that  you  will  find  this  letter  and  the  attached  Exhibits 
to  provide  all  of  the  information  which  you  seek.  If  you  desire  an^  additional 
information  I  will  be  glad  to  provide  anything  that  you  request. 


Bestjregards, 
Frank  A.  Woods 


vlh 
Attachments 
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EXHIBIT  A 


A  summary  of  activity  by  the  National  Bank  of  Georgia  at  UAB-Nashville 
is: 

9/23/76  Date  account  opened  with  $25,000  deposit 

9/23  to  9/30/76  Average  balance  $105,000 

160,000 


10/76 
11/76 
12/76 

1/77 

2/77  to  4/77 

5/77 

6/77 


206,000 

282,000 

79,000 

25,000 

1,000 

1,000 
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EXHIBIT  A 

MEMORANDUM 


DATE: 


November  2,  1977 


JO:      Frank  Woods 
FROM:     Alan  Haefele 


Attached  is  the  summary  sheet  from  the  report  we  discussed 
which  has  been  updated  through  10/18/77  when  the  NBG  account  closed. 

The  average  balances  reflected  during  the  period  9/76  to  1/77 
are  Book  balances  and  do  not  reflect  the  true  value  of  the  account. 
The  average  collected  balance  for  the  period  in  question  was  approximately 
$86,300  as  evidenced  by  the  following  analysis. 

9/23/76   -  1/23/77 

Average  Book  Balance  $166,400.00 

Less:  Average  Float  79,600.00 

Average  Collected  Balance  86,800.00 

Less:  Reserve  Requirement  10 , 199 . 00 

Average  Available  Balance  $  76 ,601 . 00 

Earnings  credit  for  available 

Balances  @  5.251  -  $   1,340.52 

Regular  Savings  Rendered 

Account  Maintenance       4  @  $2.00  $      8.00 

Cash  Letters  Credited    166  @    .35  58.10 

Items  Deoosited      41,338  @    .03  1,240.14 

Items  Paid              153  @    .07  10.71 

Fund  Transfers           70  @   2.00  140.00 

Cost  of  Services  Rendered  $   1,456. 95 

Net  Cost  of  Services 

for  period  9/23/76  -  1/23/77  $     116.43 

The  value  of  the  collected  balances  for  the  period  2/77  -  4/77, 
during  which  no  services  were  provided,  was  $289  which  made  up 
the  small  loss  incurred  while  the  account  was  active. 
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EXHIBIT  B 

UNITED  AMERICAN 
BANK 

NASHVILLE 

CORRESPONDENT 
BANKING 


CORRESPONDENT 
PRIOmiT 


United  American  Bank  of  Nashville  began 
with  the  premise  that  our  special  services 
should  extend  beyond  our  individual  custom- 
ers and  be  especially  advantageous  to  our 
correspondent  banks.  With  this  in  mind. 
United  American  has  developed  a  Correspon- 
dent Banking  Program  which  offers  unique 
and  profitable  services  not  usually  offered  to 
correspondents  by  other  banks. 

At  United  American,  Correspondent 
Banking  has  been  given  the  highest  priority 
in  the  total  goals  of  our  bank.  As  a  result, 
since  February  17,  1976,  (the  date  of  pur- 
chase of  the  bank  by  United  American's 
President,  Frank  A.  Woods  and  Chairman  of 
the  Board,  C.  H.  Butcher,  Jr.)  deposits  have 
grown  from  829,539,509  to  5^70,573,843 
on  December  31,  1976.  The  deposit  growth 
rate  of  140%  during  this  period  represents 
the  greatest  percentage  increase,  by  a  sub- 
stantial margin,  among  all  the  Nashville 
banks  and  probably  the  highest  among  any 
major  bank  in  our  region  during  this  period. 
People  with  dedication  and  "a  new  spirit 
in  banking"  make  our  |)rogram  work.  Your 
personal  encounter  with  our  staff  helps  us 
develop  management  solutions  for  you.  while 
keeping  us  attuned  to  your  needs. 
■  The  banking  backgrounds  of  C.  H.  Butcher,  Jr 
and  Frank  A.  Woods  originate  in  small 
banks.  With  their  knowledge  and  perspec- 
tive from  the  smaller  banker's  viewpoint, 
it  is  easy  for  United  American  to  meet  this 
strong  commitment  to  Correspondent 
Services. 
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■  Bob  McFather  heads  our  Correspondent 
Division  and  coordinates  the  direction  of 
our  management  talents  to  your  bank. 
Hob's  background  in  banking  is  rich  in 
correspondent  experience  and  especially 
strong  in  computer  services. 

■  Glenn  Leveridge,  Marion  Duncan  and 
Randol  Stephens  are  excellent  Correspon- 
dent Officers  and  their  dedication  and 
ability  to  meet  your  needs  are  unsurpassed. 

■  Finis  Nelson  and  Ed  Meeks  represent  a 
composite  eighty-plus  years  of  banking/ 
financial  experience.  Finis  is  also  one  of 
the  leading  investment  experts  in  banking 
today. 

■  Steve  Snowden  and  Jerry  Mason  manage 
Commercial  and  Consumer  Loan  Adminis- 
tration and  work  daily  on  Correspondent 
Banks'  credit  needs  and  policy  formula- 
tions. 

■  Alan  Haefele  supervises  the  Operations 
Division  of  our  bank  which  encompasses 
computer  functions,  safe-keeping  opera- 
tions services,  and  internal  administrative 
functions  for  Correspondent  Banks. 

■  Jodie  Wallace  heads  up  our  Business 
Development  with  many  successful,  pro- 
ductive development  ideas. 

•  Sandra  Duncan  can  assist  you  with  adver- 
tising and  marketing  concepts. 
Interaction  between  United  American  and 
your  liank  is  deemed  a  valuable  goal  for  both 
of  us.  As  people  who  represent  "a  new  spirit 
in  banking",  we  look  forward  to  developing 
a  Correspondent  Banking  program  to  meet 
all  of  vour  needs. 


AN  EVDEPENDENT 
BANK 


Large  holding  companies  often  let  their  state- 
wide bank  interest  interfere  with  many  of  the 
correspondent  services  they  offer.  United 
American  is  an  independent  bank  and  we 
believe  our  independence  enables  us  to  better 
assist  Correspondent  Banks.  We  provide  the 
type  of  services  that  allow  correspondents  to 
keep  ahead  of  their  competition,  thereby 
creating  opportunities  for  us  to  grow  together. 


EXAMINATION 
SER\TCES 


United  American  has  a  bank  examination 
team  that  performs  a  Directors'  Examination, 
meeting  the  requirements  of  surety  and  regu- 
latory agencies.  Access  to  systems  and 
management -discussion,  advice  from  our 
Auditing  Department,  and  assistance  in 
analyzing  specific  areas  are  also  available  to 
our  Correspondents. 


STATE  AND  FEDERAL 
GOVERNMENT 
LIAISON 


Interest  in  government  as  it  affects  the  bank- 
ing industry  is  important  to  our  Correspon- 
dents. Regular  participation  that  influences 
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banking  on  the  State  and  Federal  level  as 
well  as  our  geographic,  capitol  city  location 
are  advantages  that  enable  us  to  deal  with 
matters  requiring  immediate  action. 


viding  equity  capital  financing  for  bank 
ownership,  expansion,  or  increased  capital 
needs.  Naturally  we  look  to  normal  credit 
standards,  but  we  are  prepared  to  support 
fully  the  needs  of  our  Correspondent  Bankers. 


ADVISORY  SER^^CES 

ON  ALL 

GOVERNMENT  AND 

REGIXATORY 

AGENCIES  LAWS 

AND  REGLXATIONS 


United  American  encounters  daily  decisions 
and  questions  on  current  laws  and  regula- 
tions that  require  precise  interpretation.  Oui 
experience  in  dealing  with  these  laws  and 
regulations  enables  us  to  give  first-hand, 
knowledgable  advice  to  our  Correspondents. 
The  necessity  for  constant  legal  review  and 
analysis  is  often  too  expensive  for  smaller 
banks  and  non-holding  company  banks  to 
afford  and  we  consider  the  sharing  of  our 
knowledge  to  be  a  priority  Correspondent 
Service. 


BANK  OWNERSHIP 
EXPANSION 


The  depth  of  United  American's  commitment 
to  the  future  of  our  Correspondent  Banking 
Program  and  the  future  of  community  bank- 
ing and  independent  banks  extends  to  pro- 


BUSEVESS 
DEVELOPMENT 


In  the  1970's  banks  are  confronted  with 
ever-increasing  competition  on  all  levels. 
Business  development  is  becoming  more 
important  and  we  have  established  an  entire 
division  within  our  bank  to  monitor  and 
develop  new  business  ideas  and  propose 
superior  techniques  for  gaining  new  custom- 
ers for  our  Correspondents. 


MARKETING 
AD\^RTISING 


By  utilizing  the  services  of  our  in-house 
Marketing  Division  we  aim  to  put  our  Corre- 
spondents ahead  of  the  others  with  creative 
marketing  and  advertising  concepts.  We  have 
also  made  arrangements  with  one  of  Nash- 
ville's outstanding  advertising  firms  to  make 
available  special  programs  for  our  Corre- 
spondent Banks.  We  can  assist  you  with  an 
advertising  program  to  meet  your  specific 
communitv  needs. 
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XASir\TLLE  OFFICE 


Mow  many  times  while  in  Nashville,  have  you 
needed  aii  office  where  you  could  privately 
conduct  business  matters,  handle  telephone 
calls  and  maybe  even  have  a  letter  typed  and 
sent  out  immediately"?  United  American  pro- 
vides our  Correspondents  with  just  such  an 
office,  which  we  call  "Nashville  Office". 
Located  in  our  Correspondent  Banking 
nci)artment.  you  will  find  the  "Nashville 
Office"  to  be  a  substantial  benefit  to  you 
while  in  Nashville. 


corrf:spondent 

SLilTES 


To  further  insure  that  our  correspondent 
friends  have  a  complete  and  successfid  visit 
while  in  Nashville,  United  American  has 
several  "Correspondent  Suites".  The  "Corre- 
spondent Suites"  are  comparable  to  plush 
lodging  facilities  at  the  finest  hotels.  If  busi- 
ness or  other  matters  have  detained  you,  our 
accommodations  will  more  than  meet  your 
needs.  These  suites  are  available  on  a  first- 
come  first-serve  basis  to  our  Correspondent 
Hankers  and  their  associates. 


("orx)oralc  Officers 

C.  H.  Butcher,  Jr. 

Chairman  of  the  Board  &  Chief  Executive  Officer 

Frank  A.  Woods 

President 

Finis  L.  Nelson 

Honorary  Chairman  of  the  Board 

Correspondent  Officers 

Robert  H.  McFather 

Director  of  Correspondent  Banking 

Glenn  D.  Leveridge 

Associate  Director  of  Correspondent  Banking 

Marion  A.  Duncan 

Associate  Director  of  Correspondent  Banking 

Ann  Randol  Stephens 

Associate  Director  of  Correspondent  Banking 

Senior  Officers 

Sandra  D.  Dimcan,  Marketing 
Alan  L.  Haefele,  Administrative  Operations 
Jerry  T.  Mason,  Consumer  Loans 
Edward  H.  Meeks,  Loan  Administration 
Steven  H.  Snowden,  Commercial  Loans 
\Vm.  J.  Wallace,  IV,  Business  Development 


Officers 

Richard  M.  Ashworth 
Lynn  Bilbrey 
Richard  O.  Bishop 
Janie  Bookout 
James  L.  Butler 
Gena  H.  Carter 
Erma  J.  Choate 
John  W.  Gregory 


Bruce  L.  Hieronymus 
Sarah  D  Lloyd  ' 
Norman  L.  Minick,  Jr. 
Wayne  L.  Morelock 
Melanie  N.  Morris 
K.  Claire  Olliff 
Richard  H.  Purdy 
G.  Ron  Woods 
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Directors 

J.  Sumpter  Anderson,  Jr.,  M.D. 

Anesthesiologist 

Ronald  L.  Bledsoe 

Vice  President,  CBS  Records 

Charles  W.  Bone 
Attorney 
Goodall  &  Bone 
C.  H.  Butcher,  Jr. 
Chairman  of  the  Board 
T.  W.  Comer 

Chairman  and  President 
Bank  of  Hendersonville 

George  W.  Crook 
Executive  Vice  President 
Harmon  &  Crook,  Inc. 

Webb  FoUin 

Vice  Chairman  of  the  Board 

Corroon  &  Black  Corporation 

Homer  B.  Gibbs,  Jr 

President,  H.  B.  Gibbs  &  Company 

Ralph  L.  Jones,  Sr. 

Chairman  of  the  Board  and  President 

Cherokee  Capital  Corporation 

Fred  R.  Langley 
Investments 

Robert  E.  McNeilly,  Jr 
Executive  Vice  President 
Baird-Ward  Printing  Co. 

Mel  C.  Morris 

Chairman  of  the  Board 

Investors  Savings  and  Loan  Association 

Finis  L.  Nelson 

Honorary  Chairman  of  the  Board 

Jack  Norman,  Jr 
Attorney 

James  R.  Pickel,  Jr. 

President,  Universal  Tire,  Inc. 

Frances  \V.  Preston 

Vice  President,  Broadcast  Music,  Inc. 

Frank  A.  Woods 

President 
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UNITED  AMERICAN  BANK  OF  NASHVILLE 


BOARD  OF  DIRECTORS 
I 


EXECUTIVE  OFFICES 

C.  H.  BUTCHER,  JR. 

Chairman  of  the  Board 

Chief  Executive  Officer 


FINIS  L.  NELSON 
Honorary  Chairman  of  the  Board 


1 

1                                   1 

" 

BUSINESS  DEVELOPMENT  DIVISION 

W.  J.  Wallace  IV 

Vice  President 

Director 

COMMERCIAL  DIVISION 
Steven  H.  Snowden 
Senior  Vice  President 
Director 

CORPORATE  SERVICES  DIVE  ION 

Sandra  D.  Duncan 
Assistant  Vice  President 
Director 

1 

CORRESPONDENT  DIVISION 
Robert  McFather 
Vice  President 
Director 

OPERATIONS/FINANCIAL 
MANAGEMENT  DIVISION 
Alan  Haefele 
Senior  Vice  President  4  Cashier 
Director 

RETAIL  DIVISION 

Jerry  T.  Mason 
Vice  President 
Director 

SENIOR  MANAGEMENT  COMMITTEE 
Sandra  D.  Duncan     Bobby  Marlowe    Hotiert  McFather    Finis  L.  Nelson     Steven  H.  Snowden 
Alan  Haefele        Jerry  T.  Mason   Edward  Weeks      J.  Wllliao  Preston  W.  J.  Wallace  IV 

Frank  A.  Woods 
Chairman 

BUSINESS  DEVELOPMENT  DIVISION. 

W.  J.  Wallace  IV 

Vice  President 

Director 


Judy  Alexander  I 
Associate  Directorl 
Centennial  Office  I 


1 

Stacy 

Evens 

Associate 

Director 

Nolensv 

ille  Road 

Offi 

ce 

Melanie  N.  Morris 

Marketing  Officer 

Associate  Director 

Main  Office 


Christie  LaFevor 

Division 
Administrative 

Services 


Vikki  Wright 
Associate  Director 
Training  Program 
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COMMERCIAL  DIVISION 

Steven  H.   Snowden 

Senior  Vice   President 

Director 


Kathy  Young 
Division  Administrative 
Services 


LOAN  ADMINISTRATION 
SERVICES 


Edward  Meeks 
Vice   President 


COMMERCIAL  LOAN 
DEPARTMENT 


LOAN  OPERATIONS 
AND  PROCESSING 


Linda  Clendenning 


LOAN  AND  DISCOUNT 
SERVICES 


COMMERCIAL  CREDIT 
SERVICES   DEPARTMENT 


Bruce  Hieronymus 
Assistant  Vice  President 


LOAN  REVIEW  AND 
CREDIT   ANALYSIS 


Gena  Carter 
Assistant  Credit  Officer 


CREDIT  INFORMATION 
SYSTEMS 


CORPORATE  SERVICES  DIVISION 

Sandra  D.  Duncan 

Assistant  Vice  President 

Director 


BANK  CARD  SERVICES 


BankAmerlcard/Vlsa 
Master  Charge 


MARKETING/ 
ADVERTISING/ 
PUBLIC  RELATIONS 


PERSONNEL  SERVICES 

Claire  Olliff 
Operations  Officer 
Director 


HUMAN 
RESOURCE 
DEVELOPMENT 


LEGAL  SERVICES 

a.    Blllye  Sanders 
Legal  Officer 


CORPORATE  PLANNING 
J.  William  Preston 
Assistant  Vice  Presld 
Director 


PUBLICATIONS 
SERVICES 
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Marion  Duncan 

Corrsspondent  Banking 
Officer 


CORRESPONDENT  DIVISION 

Robert  McFather 

Vice  President 

Director 


Glenn  Leveridge 
Vice  President 


-c 


Pat  Hines 
Division  Administrative 
Services 


Randol  Stephens 

Correspondent  Services 
Officer 


DATA  PROCESSING  CENTER 


Joe  Richards 
Manager 


AUDIT  SERVICES 

Charles  E.  Holt 

May  Parker 


OPERATIONS/FINANCIAL  MANAGEMENT  DIVISION 

Alan  Haefele 

Senior  Vice  President  and  Cashier 

Director 


FINANCE 

Bobby  Marlowe 

Vice  President 

Controller 

AccouNTi;;o 

Wayne  Horelock 
Operations  Officer 

OPEBATIOKS 


DEPOSIT  SERVICES 


CUSTOMER  ACCOUNTING 


*"!   CUSTOMER  SERVICE  | 
I   PROOF  AND  TRANSIT  [ 


CORRESPONDENT  SERVICES 
Janie  Bookout 


MONEY  MANAGEMENT 


Merleane  Sta 

Division 
Adrainistrati 


TECHNICAL  SERVICES 


SECURITY   I 
TRANSPORTATION  f- 
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RETAIL  DIVISION 

Jerry  T.  Mason 

Vice  President 

Director 


John  Gregory 

Assistant  Vice  President 

Associate  Director 


CONSUMER  LOAN  ADMINISTRATION 


MAIN  OFFICE 
Richard  Bishop 


RECOVERY  DEPARTMENT 


BELLE  MEADE 

Norman  Minick 

Erraa  Choate 


CENTENNIAL 
Steve  Jaynes 
Sarah  Lloyd 


Jan  Richardson 
Division 
Administrative 
Services 


BRANCH  ADMINISTRATION 


NOLENSVILLE  ROAD 
Ron  Woods 


MURFREESBORO  ROAD 
Rick  Hart 


TWO  MILE  PARKWAY 
Jim  Butler 


BOARD  OF  DIRECTORS 


EXECUTIVE  COMMITTEE 


SENIOR   LOAN  COMMITTEE 
Steven  H.   Snowden,  Chairman 


CORRESPONDENT  LOAN  COMMITTEE 
Charles  W.  Bone,   Cha 


MMITTEE  I    I  LOA 
irman    i    I 


LOAN  REVIEW  COMMITTEE 


Bruce  Hieronymus , 
Chairman 


BOARD  OF  DIRECTORS 
LOAN  COMMITTEE 


LOAN  COMMITTEE 


Jerry  T.  Mason, 
Chairman 


807 


EXHIBIT  D 


LOAN  COMMITTEES 


AUTHORITY 


MEETING  TIME 


BOARD  OF  DIRECTORS 


EXECUTIVE  COmiHEE  OF  BOARD 

C.  H.  Butcher,  Jr. 
Finis  Nelson 
Frank  Woods 


SENIOR  LOAN  COffllTTEE 

Charles  Bone 

Jerry  Mason 

E.  H.  Nesks 

Finis  Nelson 

Steve  Snowden,  Chairman 

Frank  Woods 


Third  Thursday  of  each  month 
On  Notice 

Every  Friday,  9:30  A.M. 


LOAN  COiiMITTEE 

Richard  Bishop 

Jim  Butler 

John  Gregory 

Rick  Hart 

Steve  Jaynes 

Jerry  Mason,  Chairman 

E.  H.  Meeks 

Norman  Minick 

Steve  Snov/den 

Jodie  V/allace 

Frank  Woods 

Ron  V!oods 


Every  Thursday,  3:30  P.M. 


CORRESPONDENT  LOAN  COMMITTEE 

Charles  Bone,  Chairman 
Alan  Haefele 
Glen  Leveridge 
Robert  HcFather 
Finis  Nelson 
Steve  Snowden 
Frank  Woods 


Every  Friday,  8:30  A.M. 


LOAN  REVIEW  COMMITTEE 
Gena  Carter 
John  Gregory 

Bruce  Hieronymus,  Chairman 
Jerry  Mason 
Billye  Sanders 
Steve  Snowden 
Larry  Woods 
Frank  Woods 

BOARD  OF  DIRECTORS  LOAN  REVIEW  COMMITTEE 

Ron  Bledsoe 
Charles  Bone 
C.  H.  Butcher,  Jr. 
James  R.  Pickel 
Frank  Woods,  Chairman 


On  Notice,  at  least  twice  monthly 


Review  of  Policies  and  Procedures 


808 


FCRXXNO J 


JOHN    J.    L*rALC£.  f 


U.S.  HOUSE  OF  REPRESENTATIVES 

SUBCOMMITTEE  ON  FINANCIAL  INSTITUTIONS 
SUPERVISION.  REGULATION  AND  INSURANCE 

OF  THE 

COMMITTEE  ON  BANKING.  FINANCE  AND  URBAN  AFFAIRS 
Ninety-Fifth  Congress 

WASHINGTON.  D.C.     20515 
September   20,    1977 


Mr.    John  H.    Perkins 

President 

Continental  Illinois  National  Bank 

231  South  La  Salle  Street 

Chicago,  Illinois  60693 

Dear  Mr.  Perkins: 

As  you  know,  on  August  18,  1977,  the  Comptroller  of  the  Currency 
Issued  a  three-volume  report  entitled,  "Inquiry  into  Certain  Matters 
Relating  to  T.  Bertram  Lance  and  Various  Financial  Institutions,"  in  which 
your  bank  was  mentioned.   This  report  and  subsequent  newspaper  reports 
plus  submissions  to  the  Senate  have  raised  several  questions  which  the 
Subcommittee  would  like  answered  in  connection  with  their  continuing 
oversight  and  legislative  responsibilities. 

1.  Please  provide  the  Subcoamittee  with  the  dates  of  opening  and 
any  closing  of  the  correspondent  account  of  the  National  Bank  of  Georjia 
at  your  bank. 

2.  Please  provide  the  Subcommittee  with  your  own  bank's  analysis 
of  the  balances  in  this  account.   The  Subcommittee  has  been  informed  by 
bank  regulators  testifying  this  month  that  most  banks  prepared  these 
analyses  monthly. 

3.  Please  provide  the  Subcommittee  with  daily  balance  sheets  on 
this  correspondent  account. 

4.  Testimony  presented  to  the  Subconmittee  indicates  a  drastic  change 
in  the  National  Bank  of  Georgia  correspondent  bank  account  at  your  bank 
for  October  and  November  of  1976. 

Please  provide  the  Subcommittee  an  explanation  for  the  fluctuation 
in  this  collected  balance  figure. 
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Mr,  John  H.  Perkins  -2-  September  20,  1977 

5.  Newspaper  reports  have  suggested  that  Mr.  Lance  or  his  representatives 
were,  in  late  1976,  formally  or  informally  contacting  officers  of  the 
Continental  Illinois  National  Bank  to  explore  the  possibility  of  your  bank 
picking  up  the  Manufacturers  Hanover  Trust  loan  to  Mr.  Lance. 

Is  this  report  correct?  If  so,  please  provide  the  details  of  these 
contacts. 

6.  Please  provide  the  Subcommittee  with  your  bank's  written  policies 
governing  the  operations  of  correspondent  accounts. 

7.  Please  provide  the  Subcommittee  with  copies  of  the  written  policies 
at  your  bank  regarding  the  separation  of  departments,  i.e.,  how  is 
information  shared  among  your  lending  officers  and  your  correspondent 
department  officers? 

8.  Please  provide  the  Subcommittee  with  an  analysis  of  the  services 
provided  the  National  Bank  of  Georgia  and  your  analysis  of  the  costs  of 
these  services  on  a  monthly  basis. 

Because  of  ongoing  legislative  hearings,  your  earliest  response 
will  be  appreciated. 


FJStG:MR 
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CONTINENTAL  BANK 

CONTINENTAL  ILLINOIS  NATIONAL  BANK  AND  TRUST  COMPANY  OF  CHICAGO  •  231   SOUTH  LA  SALLE  STREET.  CHICAGO.  ILLINOIS  60693 

October  21,  1977 


The  Honorable  Femand  J.  St.  Germain 

Chairman,  Subcommittee  on 

Financial  Institutions 

Committee  on  Financial  Institutions 

Committee  on  Banking  Finance 

and  Urban  Affairs 

Washington,  D.  C.  20515 

Dear  Mr.  Chairman: 

Pursuant  to  your  letter  concerning  the  recent  Senate  hearings  on  the 
Comptroller's  report  on  Mr.  T.  Bertram  Lance,  I  am  pleased  to  respond 
to  your  request  about  our  relationships  with  the  National  Bank  of 
Georgia  and  any  requests  we  might  have  had  from  Mr.  Lance.  Our 
responses  concerning  the  banking  relationships  with  the  National  Bank 
of  Georgia  have  been  approved  by  them,  and  we  have  documented  our  reply 
to  your  questions  in  a  manner  which  I  hope  will  be  meaningful  in  assist- 
ing you  in  your  efforts  to  understand  the  nature  and  activity  of  our 
relationship. 

In  preparing  the  answers  to  your  questions  I  have  restated  the  inquiry 
and  then  listed  our  response  with  a  notation  of  the  appropriate  exhibits 
accompanying  the  answer.   In  rereading  the  material,  it  seems  to  me  that 
it  is  completely  responsive  to  the  questions  you  had  and  gives  a  proper 
and  full  insight  into  the  transactions  and  the  activities.  As  you  well 
know,  some  of  the  questions  involved  relate  to  matters  of  income  and  ex- 
pense and  compensation  for  services  which  may  be  a  little  technical.   If 
there  are  any  problems  or  questions,  please  give  me  a  call  or  drop  me  a 
line. 

Best  regards  and  hope  to  see  you  one  of  these  days  soon. 

Sincerely, 


JHP: IRK 
Enclosures 


SUBSIDIARY  OF  CONTINENTAL  ILLINOIS  CORPORATION 
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Question  1.   "Please  provide  the  Subcommittee  with  the 
dates  of  opening  and  any  closing  of  the  correspondent  account 
of  the  National  Bank  of  Georgia  at  your  bank." 

The  National  Bank  of  Georgia  opened  a  correspondent  banking 
account  with  Continental  on  February  6,  1950.   The  account  is 
still  with  us  although  it  has  been  relatively  inactive  during 
1977. 


2  - 
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Question  2.   "Please  provide  the  Subcommittee  with  your 
own  bank's  analysis  of  the  balances  in  this  account.   The 
Subcommittee  has  been  informed  by  bank  regulators  testifying 
this  month  that  most  banks  prepared  these  analyses  monthly." 

I  am  enclosing  a  copy  of  our  Analysis  Recap  of  the 
National  Bank  of  Georgia's  accounts  which  we  sent  to  them 
by  cover  letter  on  September  13,  1976.   The  analysis  shows 
for  the  first  seven  months  of  1976  the  deposit  activity, 
the  amount  needed  to  compensate  us  for  our  services,  and 
the  excess/deficit  balance  figure  which  the  account  was 
running  for  the  services  rendered.   This  Recap  report  was 
the  basis  for  our  request  in  that  their  balances  be  increased 
to  make  up  for  the  deficit  position  their  account  activity 
had  been  creating.   (Cf.  Exhibit  A) 


-  3  - 
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Question  3.   "Please  provide  the  Subcoitiinittee  with  daily 
balance  sheets  on  this  correspondent  account." 

Attached  to  this  letter  are  copies  of  monthly  statements 
for  the  National  Bank  of  Georgia  from  the  period  December  31, 
1975  through  June,  1977.   These  monthly  statements  provide 
data  on  daily  balances  as  you  have  requested.   In  order  to 
make  a  timely  response,  we  have  not  included  statements  for 
the  period  before  January,  1976,  as  that  would  require  exten- 
sive and  lengthy  retrieval  from  our  documents  warehouse.   Our 
thinking  is  that  the  data  being  supplied  is  responsive  to  the 
direction  of  your  inquiry  and  that  hopefully  we  have  met  your 
needs.   (Cf.  Exhibit  B) 
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Question  4.   "Testimony  presented  to  the  Subcommittee 
indicates  a  drastic  change  in  the  National  Bank  of  Georgia 
correspondent  bank  account  at  your  bank  for  October  and 
November  of  1976. 

Please  provide  the  Subcommittee  an  explanation  for  the 
fluctuation  in  this  collected  balance  figure." 

The  Statement  of  Accounts  for  the  months  of  October  and 
November,  1976,  are  contained  in  Exhibit  A  for  your  review. 
In  early  September  of  1976  members  of  our  National  Division 
called  upon  the  National  Bank  of  Georgia  and  discussed  with 
them  an  analysis  of  the  account  services  we  had  provided 
through  the  first  seven  months  of  the  year.   Under  our 
standard  arrangement  we  provide  services  to  correspondent 
banks  and  receive  in  return  compensating  depository  balances 
which  represent  a  method  of  payment  for  those  services.   Our 
analysis  showed  that  we  were  being  undercompensated  for  our 
services  and  we  requested  that  the  account  balances  be  adjusted 
to  make  up  for  the  deficit  which  had  developed.   The  balance 
increase  for  the  two  months  of  October  and  November  resulted 
from  this  call. 


-  5  - 


815 


Question  5.   "Newspaper  reports  have  suggested  that 
Mr.  Lance  or  his  representatives  were,  in  late  1976,  formally 
or  informally  contacting  officers  of  the  Continental  Illinois 
National  Bank  to  explore  the  possibility  of  your  bank  picking 
up  the  Manufacturers  Hanover  Trust  loan  to  Mr.  Lance. 

Is  this  report  correct?   If  so,  please  provide  the  details 
of  these  contacts." 


We  have  inquired  of  our  Corporate  office,  the  Executive 
Vice-President  in  charge  of  Commercial  Banking  Services  and 
the  principal  officers  who  are  responsible  for  accounts  in 
the  geographical  region  which  covers  Georgia,  and  find  no 
indication  that  our  bank  has  ever  received  a  formal  or  informal 
request  for  a  personal  loan  to  Bert  Lance. 

I  believe  the  newspaper  account  you  refer  to,  which 
appeared  in  the  Chicago  Tribune,  was  based  purely  on  ill- 
informed  speculation.   In  that  regard,  you  might  be  interested 
in  what  Time  Magazine,  in  a  "Press"  section  analysis  of 
coverage  of  Lance's  affairs,  had  to  say  about  the  Tribune 
account: 

One  of  the  cheapest  shots  at  Lance  was  a  report, 
spread  across  five  front  page  columns  of  the  Chicago 
Tribune,  that  Lance  had  poured  "millions"  of  his  bank's 
funds  into  Continental  Illinois  National  Bank  in  hopes 
of  securing  a  personal  loan;  buried  deep  in  the  story 
was  the  fact  that  he  finally  got  the  loan  from  another 
Chicago  bank,  and  not  from  Continental. 
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Question  6.   "Please  provide  the  Subcommittee  with  your 
bank's  written  policies  governing  the  operations  of  correspondent 
accounts . " 

In  dealing  with  any  account,  Continental  Bank  follows  the 
applicable  national  banking  laws,  federal  banking  regulations, 
state  banking  laws,  state  uniform  commercial  code  requirements. 
Federal  bankwire  procedures,  and  our  local  clearinghouse  rules. 
We  have  found  that  in  following  these  laws  and  regulations,  it 
has  not  been  necessary  to  develop  any  internal  policies  for 
correspondent  accounts.   They  are  treated  equally  with  other 
commercial  accounts.   Our  continuing  aim  and  policy  is  to 
provide  superior  correspondent  services  priced  at  a  level 
which  is  fair  to  the  customer  and  which  makes  a  profit  for 
Continental. 
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Question  7.   "Please  provide  the  Subcommittee  with  copies 
of  the  written  policies  at  your  bank  regarding  the  separation 
of  departments,  i.e.,  how  is  information  shared  among  your 
lending  officers  and  your  correspondent  department  officers?" 

Our  correspondent  banking  activities  for  the  Southeastern 
part  of  the  United  States,  which  covers  Georgia,  is  serviced 
by  a  sub-group  within  our  National  Division.   This  sub-group 
is  called  the  Southeastern  Division  and  is  composed  of  highly 
capable  banking  officers  who  handle  both  correspondent  banks, 
as  well  as  our  regular  commercial  customers.   This  is  a 
common  practice  in  banking  and,  consequently,  their  basic 
responsibilities  and  activities  create  a  high  degree  of  knowledge 
of  banks  and  other  commercial  customers  in  our  banking  officers. 
We  find  this  desirable  and  efficient  to  serve  the  market  in 
this  manner.   As  a  result,  we  have  no  need  for  written  policies 
concerning  the  sharing  of  information  for  these  calling  officers 
other  than  our  usual  policy  of  confidentiality  which  applies  to 
all  our  accounts. 
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Question  8.   "Please  provide  the  Subcommittee  with  an 
analysis  of  the  services  provided  the  National  Bank  of  Georgia 
and  your  analysis  of  the  costs  of  these  services  on  a  monthly 
basis. 

Because  of  ongoing  legislative  hearings,  your  earliest 
response  will  be  appreciated." 

Attached  is  an  Account  Analysis  prepared  for  the  period 
January,  1976  through  June,  1977,  which  shows  a  description 
of  services  provided  by  Continental  Bank;  the  number  of  times 
per  month  that  National  Bank  of  Georgia  used  each  correspondent 
service;  and,  the  amount  of  collected  balances  required  each 
month  to  compensate  Continental  Bank  for  the  services  provided. 
(Cf.  Exhibit  C) 
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riNANCiAL  TERMINOLOGY 


EXHIBIT  A 


Daily  Balance/ 
Ledger  Balance 


The  amount  of  money  that  a  customer  keeps  on 
deposit. 


Collected  Balance 


The  collected  balance  of  a  depositor^  account 
is  determined  by  deducting  the  sum  of  the  float, 
or  uncollected  items,  from  the  ledger  balance. 


Float 


A  term  used  to  describe  the  amount  of  funds  in 
the  process  of  collection  represented  by  checks 
in  the  possession  of  one  bank  but  drawn_  on  another 
bank,  either  local  or  out-of-town.   The  "true 
available  balance"  of  a  depositor's  account  is 
generally  computed  by  deducting  the  float  from 
the  "ledger  balance"  as  shown  on  a  bank's  books. 
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AtlA LYSIS    1<EC\P  -jEJ.n  TO   DATE    )'.'76 


THE   NATIONAL  EAilK   OF  CECRGIA 
Atlanta.   Gcorp^io 


Accumulated 
Collected   Balnncea      Exccss/Ueflcit     Exceed/Deficit 


Month 

January 

February 

March 

April 

May 

June 

July 


Ledger 

Collected 

Required    for 

Collected 

Collected 

balance 

Balance 
$355,900 

Meaoured    Services 
$444,400 

h.-aanccs 

r-.U.'.ncea 

$684,900 

$(  33,500) 

$(        SS.iOO) 

578, yOG 

215,400 

422,300 

(206,900) 

(      295,400) 

391,800 

(73,700) 

486,700 

(560.400) 

(     355,800) 

495,300 

51,900 

469,000 

(417,100) 

(1,272,900) 

602,300 

124,800 

455,400 

(330,600) 

(1,603,500) 

673,600 

212,900 

489,300 

(276,400) 

(1,379,900) 

626,800 

237,600 

447,100 

(209,500) 

(2,039,400) 
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Slafeinent  of  your  occounf  with 

^K  CONTINENTAL  BANK 


•-.'     N»K,».     ,AS.    :> 
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A  CONTINENIM.  BANK 
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Slattmuot  of  your  occounf  -^ith 

A  CXDKHNENTAL  TANK 


T(.{M<o>4    117  nt7-u^ 


^i'SVW 


IMf.  S«T10N»1.  B«M»  Of  110811* 
«riN.  KB.  4.    R.  S*>0*3t.lNl 
«SSI.  Vict  PStSlOtNT 
P.  0.  BOX  12J» 
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S>of«/nanf  of  your  account  with 

^  CONT1NEKTAL  BANK 
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Sfof«mtn'  of  your  account  with 

A  CONHNENTAL  BANK 
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$faf«m«n(  of  vouf  actovnt  with 
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Stet9in9nl  of  your  a«ounl  with 

•  COKTWCNIML  BANK 


TtiHMoa  (111)  •»»«» 
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StoHtntnt  of  your  account  wMi 

A  CONTMBCIM.  BANK 
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Stattmmnt  of  four  occounf  wifh 
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OONTMEKIM.  BANK 
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nOUSSELOT, 


U.S.  HOUSE  OF  REPRESENTATIVES 

SUBCOMMITTEE  ON  FINANCIAL  INSTITUTIONS 

SUPERVISION.  REGULATION  AND  INSURANCE 

OF  THE 

COMMITTEE  ON  BANKING.  FINANCE  AND  URBAN  AFFAIRS 

Ninety-Fifth  Congress 

WASHINGTON,  D.C.     20515 
September   20,    1977 


Mr.    Richard   L.    Kattel 

Chairman  and   President 

Citizens   &   Southern  National   Bank 

35   Broad   Street/99  Annex 

Atlanta.    Georgia      30399 

Dear  Mr.    Kattel: 

As  you  know,  on  August  18,  1977,  the  Comptroller  of  the  Currency 
issued  a  three-volume  report  entitled,  "Inquiry  into  Certain  Matters 
Relating  to  T.  Bertram  Lance  and  Various  Financial  Institutions,"  in  which 
your  bank  was  mentioned.   This  report  has  raised  several  questions 
which  the  Subcommittee  would  like  answered  in  connection  with  their 
continuing  oversight  and  legislative  responsibilities. 

1.  Please  provide  the  Subcommittee  with  the  dates  of  opening  and 
any  closing  of  the  correspondent  account  of  the  National  Bank  of  Georgia 
at  your  bank. 

2.  Please  provide  the  Subcommittee  with  your  own  bank's  analysis 
of  the  balances  in  this  account.   The  Subcommittee  has  been  informed  by 
bank  regulators  testifying  this  month  that  most  banks  prepared  these 
analyses  monthly. 

3.  Please  provide  the  Subcommittee  with  an  analyses  of  the  services 
provided  the  National  Bank  of  Georgia  and  your  analyses  of  the  costs  of 
these  services  on  a  monthly  basis. 

A.   Please  provide  the  Subcommittee  with  the  dates  of  opening  and 
any  closing  of  the  correspondent  account  of  the  Calhoun  First  National  Bank 
at  your  bank. 

5.  Please  provide  the  Subcommittee  with  your  own  bank's  analysis 
of  the  balances  in  this  account  from  1973  to  date.   The  Subcommittee 
understands  that  these  analyses  are  prepared  monthly. 

6.  Please  provide  the  Subcommittee  with  an  analyses  of  the  services 
provided  the  Calhoun  First  National  Bank  and  your  analyses  of  the  costs 
of  these  services  on  a  monthly  basis  for  the  period  1973  to  date. 
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Mr.  Richard  L.  Kattel  -2-  September  20,  1977 

7.  Please  provide  the  Subcommittee  with  a  copy  of  your  bank's  written 
policies  governing  the  operations  of  correspondent  accounts. 

8.  Please  provide  the  Subcommittee  with  copies  of  the  written  policies 
at  your  bank  regarding  the  separation  of  departments,  i.e.,  how  is 
information  shared  among  your  lending  officers  and  your  correspondent 
department  officers? 

9.  Your  bank  currently  has  outstanding  loans  as  follows: 

Borrower  Due  as  of  August  8,  1977 

T.  Bertram  Lance  $185,000 

Lancelot  Company  $180,000 
Bert  Lance  for 

Governor  Committee  $390,000 

Calhoun  Unifirst,  Inc.  $400,000 

Please  provide  the  Subcommittee  with  your  own  bank's  internal 
classification  of  these  debts.   Please  indicate  to  the  Subcommittee  what 
collateral  exists  behind  these  loans  and  the  dates  on  which  such  collateral 
was  secured.   Please  indicate  if  there  have  been  any  changes  in  the 
collateral  securing  these  loans  since  their  inception. 

Because  of  ongoing  legislative  hearings,  your  earliest  response 
will  be  appreciated. 

Sincerely, 


St  Germain 


FJStG:mLr 
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LAW     OF  Fl  OeS 

ALSTON,    MILLER     &    GAINES 


f(-OINC3  leOO     M     STREET,    N     W.    SUITE     lOOO 

35    BROAD     STREET  WASHrNGTON.    D     C.  20036 

ATLANTA,  GEORGIA   30303  20aaa3i300 


ATLANTA,   GEORGIA 


October  28,  1977 


Hon.  Fernand  J.  St„  Germain,  Chairman 
Subcommittee  on  Financial  Institutions 
Supervision,  Regulation  and  Insurance 
of  the  Committee  on  Banking,  Finance 
and  Urban  Affairs 
U.  S.  House  of  Representatives 
Washington,  D.  C.  20515 

Dear  Mr.  St.  Germain: 

This  letter  responds  to  your  September  20  letter  directed  to 
Mr.  Richard  L  Kattel,  Chairman  and  President  of  The  Citizens 
and  Southern  National  Bank.   That  letter  seeks  response  to  nine 
numbered  inquiries.  Attached  hereto  please  find  documentary 
response  to  Inquiries  No.  1  through  7o   There  is  no  documentary 
response  to  No.  8  since  The  Citizens  and  Southern  National  Bank 
has  no  written  policy  concerning  separation  of  the  Correspondent 
Banking  Department  from  other  departments  and  there  is  in  fact 
no  such  separation.   This,  of  course,  varies  from  policies  con- 
cerning separation  of  other  departments,  notably  between  the 
Trust  Department  and  all  other  Commercial  Departments  of  the 
bank  where  the  policies  are  specifically  drawn  and  followed. 

Neither  is  there  any  response  to  Request  Noo  9  since  the  furnish- 
ing of  that  information  would  require  either  (a)  explicit 
written  consent  to  our  furnishing  the  information  from  the 
customers  involved  or  (b)  service  upon  the  bank  of  appropriate 
formal  legal  process.   Since  the  customers  involved  are  sig- 
nificant in  number,  it  is  our  preference  that  we  not  seek  their 
consent  (which  consent  was  obtained  from  the  two  subjects  of 
the  first  six  inquiries)  and  we,  therefore,  suggest  that  if  the 
information  is  important  to  you,  please  have  appropriate  legal 


cable:    AMGRAM     ATLANTA  T  E  L  E  X  ;    54  -  2  99  6 
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ALSTON,    MILLER    &     GAINES 


Hon,  Femand  J,  St.  Germain    -2-  October  28,  1977 


process  issue  and  served  upon  the  bank.   It  would  expedite 
our  treatment  of  that  process  if  it  were  accompanied  by 
citation  of  relevant  legal  authorities  for  its  issuance,  which 
would  both  bind  the  bank  to  respond  and  protect  it  against 
charges  of  disclosure  of  confidential  information  by  making 
such  response. 

We  trust  this  request  will  not  disaccommodate  your  Committee 
nor  delay  its  function.   We  remain, 

Sincerely, 


/ 
DANIEL  B.  HODGSON 


DBH : vmw 


877 

QUESTIONS  *1,  "'2    &  #3 

National  Bank  of  Georgia 


Account  relationships  since  early  50 's  which  was  closed  in  1960 
and  reopened  in  March,  1976,  primarily  for  cash  letter  clearings, 

The  correspondent  services  rendered  to  National  Bank  of  Georgia 
includes  but  is  not  totally  limited  to  the  following  kinds  of 
services : 

Employee  Shares  Purchase  Assistance 

Loan  Participation 

Personnel  Search  Assistance 

Hedging  Information 

Assistance  on  Agricultural  Participations 

Fed  Funds  Assistance 

Cash  Letter  Clearings 

Operational  and  Computer  Proposals 

Commercial  Credit  Information 

Throughout  the  1950' s  and  early  1960's,  many  of  these  types  of 
services  may  have  been  provided  in  addition  to  the  above. 
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CgS 


Checking  Account  Analysis 


The  National  Bank  of  Oeorgla 

P  O  Box  1234 

Atlanta,  OcorRla   30391 


012  43  849 
April  1976 


Average  dally  ledger  balance 
Less  float 

Average  dally  collected  balance 
Allowance  of  ^  '  ^" %  i 

Account  maintenance 
Deposits 
Items  deposited 
Cash  deposits 


Ite 


;  paid 


1  loanable  balance 


50 

000 

00 

.00 

50 

000 

00 

Profit 
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Checking  Account  Analysis 


The  National  B4nk  of  Georgia 
P  0  Box  1234 
Atlanta  ga    30301 


012-A3-8A9 


AveraRe  dally  ledger  balanci 
Less  float 


Account  mainten 
Deposits 
Items  deposited 
Cash  deposits 


Items  paid 


1  on  loanable  bala 


Jl^ 


71  .436.23 

.no 

71,436.23 


2. no 
•  35 


28-il77  Rap]    tO-70 


Total  Charges 
PROFIT       JS^^^xx^x 
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Checking  Account  Analysis 


The  National  Bank  of  Georgia 

P  0  BOx  1234 

Atlanta,  Georgia   30301 


Average  dally  ledger  balance 
Loss  float 

Average  dally  collected  balance 
Allowance  of  ■  %  per 

Account  maintenance 
Deposits 
Items  deposited 
Cash  deposits 

Items  paid 


012  43  849 
June  1976 


50 

000 

00 

.00 

50 

000 

00 

28  3177  Rfpl    10-70 


Tola!  Charges  $ '■  '^^ 

Profit 
H^'^U^.  s 175.55 
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CgS 


checking  Account  Analysis 


The    National 
P    0    Box     1234 
Atlanta,     Ga 

Bank    of 
30301 

Georgi 

a  ' 

012- 

16 
00 
16 

s 

-43-8i 
•July 

19 
1976 

Average  daily  ledger  balance 

Less  float 

Average  dally  collected  balance 

Allnwanrp  of             ^-^S         •„  per  nnniim  iin  Innt 

labl. 

>  balan 

1 

@    

s          71.42? 
71,42f 

.35 

248.07 

Chames 

Account  maintenance 

, 

,00 
.35 

- 

Cash  deposits                                                       P 

r 

@ 

.06 

— 

,06 

— 

ra 

rs> 

^ 

ia> 

Total  Charges 

2.41 

245.66 
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Checking  Account  Analysis  | 


I  .      i  I    >     I'  >■<. 

ATI  -.t.!.-.  cer..f ).-. 


CI"    1-ii.M^lA 


Average  dally  ledger  balanci 
Less  floal 

Average  daily  collected  bala 
Allowance  of  . *    '  ' 

Account  maintenance 
Deposits 
Items  deposited 
Cash  deposits 

Items  paid 


.'.  .■C'JSl     1<>7/ 


Pf.r;KlT 


98-440  O  -  77  -  pt.  2  -  33 
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CsS 


Average  dally  ledger  balance 

Less  float 

Average  daily  collected  balanc 

Allowance  of  i«A5 

Changes 

Account  maintenance 

Deposits 

Items  deposited 

Casti  deposits 

Items  paid 


01       00    4    001 


1  loanable  balanci 


.  ObO 


Checking  Account  Analysis 


THE    NATIUNAL    bANK    GF    GEORGIA 

PO    BOX     i^.i't 

ATLANTA    GtUKGlA    30301 


OlZ-'ti-U't') 


StPTCMbER    1976 


j0,t58.5<> 
.00 


196.48 


Total  Charges 


I 
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CgS 


Checking  Account  Analysis 


ATLANTA    ViCJKOlA     -OjCl 


Avcrane  daily  ledtter  balance 

Less  float 

Average  daily  collected  balanc 

Allowance  ot  ilil 

Chitms 

Account  maintenance 

Deposits 

Items  deposited 

Cash  deposits 

Items  paid 


I  loanable  balanc 


CU-'»J-tl^ 


UCTuibLK    lOta 


tS, 

.Sio. 

,  I'j 

.00 

-»"^i 

,Slo. 

.  r> 

Tola!  Charges 
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Checking  Account  Analysis 


THE    NATIONAL    bA 
PD    f.DX    1234 
ATLANTA    GEORGIA 

NK     GF    G&TRGIA- 
3C301 

oi; 

>-4  3- 
.08 

I'C-MBER 

1976 

Average  daily  ledger  balance 

lable 

bala 

_1_6 

@     — 

5- 
S- 
$- 

.350 

60,950, 

IR, 

.73 

Average  daily  collected  balance 

Allowance  of                 --'  •  ?^    %  per  annum  on  loar 

Charnes 

60,931, 

.35 

Total  Charges 

$_ 

229.04 

? 

.00 

Deposits                                                                    

5 

.60 

Cash  deposits                                                       P 





IC^l 

Items  paid                                                                 

@    _ 

IS)      _ 

.060 

.0  6 

— 

— 

— 

— 

@ 

@" 

- 

CI       00   4    001 

PROFIT 

7.66 

$_ 

221.38 
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CgS 


THE  NATIONAL  BANK  OF  GEORGIA 

PO  BOX  123<» 

ATLANTA    GEORGIA    30301 


Checking  Account  Analysis 


012-43-8<i-9 


DECEMBER    1976 


Average  dally  ledger  balanci 
Less  float 

Average  daily  collected  bala 
Allowance  ot  — S.O'i 

Account  maintenance 
Deposits 
Items  deposited 
Cash  deposits 

Items  paid 

-UNO   TRANSFERS 


01      00    4   001 


28-3177  R«p|    10-70 


189 


95.526 


d.533.H?.B^ 
^      245.520.25 


Z.J2i_ 


.3S_ 
16         (3       2.00 


_     --. .    «.w     jouincisn    l^^Alllj^AL    BANK 

ANALYSIS    OF    CORRESPONDENT    RELATICNSHIP 

THE    l\^~  Il,.,\L    bank    oF    ocL.,t.IA  mCCLU.NT    N3.    01 V  PERICO         YEAR 

Pj    i2^X    .13-*  i:.-<i3-e^9  1  NOV  1976 

ATLiNT.-*    Gc^Pl.14    3u30i 

AVAiLAbLE    o'»L4NC£S 
K^buLA^    SCi.VI^Li    KE.jDci.cJ  VjLU,S:;  TOTAL  KECJIKEU 

.CC^Jl.T    ,'.,•,  IlvTtlvAiiCt  1    AT       2-00  i;.00  'tpe.OO 

0;.^H    L;T1i;-IS    Cr^EDITELj  la   ViT  .25.  5.60  l,27o.60 

JTi-ii    P.Ui-  1    AT  .C60  .Go  1J.6J 

T     J    1     ,1    L  7.66  l,7^S.4a 

b.iL.ii;Cr    IijF-j<M„TlLNi 

AVcr^-^Gi-    LtJGt:'.     BALAi.C:    F(jK  PiKinO                                     60,930.03 

L^:S';    ».VE-;-vG=    ACTU-'-L    fLOAT  16.7  5 

/IVEiHAG;    CLLECTED    cALAKCE  60,931.35 

LCSi    f,£i>r..\/E    aEQUI.'.cME.mTS  b,£8<:.72 

AVEflAut    AVjILACLE    oaLAnCE  ji!  ,246.63 

N;T    available    a.-,LAiJC3  50,502.15 

AOiJiTl'JNAL    CjL    8.,L    REO    TO    PAY    FOR    SfRVICSS    CR 

^.OLJITIJ.-iAL    FEcS     L.    LIcU    CF    6ALAi\CE5 
CLi-ECTEd    blLAMC£S     WilLAoLE     TO 

SUPPORT    CREDIT    uR    CThER    S£-".VICES  53, BBS. 51 

E~A.;iriG3    VALUuC    ».T       2.2c    PCT    CiN    CuLLECTED    BALANCES 

LoAi^    Ii-JFCK.-iATIU.'J  AKCUNT  GUTSTA.^DIMO 

LIU;:    ;.i-    CR^CIT 
TERii    L  JAM 
REV^i.VI.\G    Ct.EO  IT  -  _  . 

CL.LLECTEO    bALAi.CiS    .■-EwJIREO 

TO  suppokT  credit 
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Alln_ 


THE  CITIZENS  AND  SOUTHERN  NATIONAL  1'. 'NK 

ANALYSIS   OF  COR.'^ESPONDENT  RELATIONSHIP 

THE   NATIONAL   BANK   OF   GEORGIA 


Jip_ 


DIV    1 
Period 


1976 


iUlAR  SERVICES 
Account  Mainlenc 
Cosh  Letters  CrecJ 

RENDERED 

litecJ 

VOLUME 

1 

189 

_@_ 

-@_ 

(ffl 

PRICE  PER 
ITEM 

2.00 
.35 

Itertis  Depositee^ 

95, 

.yib 

.0271* 

Items  PoicJ 

50 
16 

_@_ 

_(§)_ 

ta 

.06 

Wire  Transfers 

2.00 

Collections 



Credit   Inquiries 

(S> 

<ri\ 

(5) 

ANALYSIS   CHARGES 


66.15 


2,617.'<1 


2,/2U.5b 


AVAILABLE  BALANCES 
REQUIRED 

J '172.00 

15, 611. 140 
617,708.76 


708.00 
7,552.00 


bi*2,052.1b 


BALANCE   INFORMATION 

Average  Ledger  Bolonce  lor  Period 

Less  Average  Aduol  Floot 

Averoge  Collected  Bolonce 

Less  Reserve  Requirements 

Average  Available  Bolonce 

Net  Available  Bolonce 

Additional  Collected  Bolonces  Required  to  Pay  lor  Services  o 

Additionol  Fees  in  Lieu  of  Balances 

Collected  Balances  Available  to  Support  Credit  or  Other  Ser' 


Earnings  Volued  ol  . 


5.09 


j     1,778,653.08 

1,533,132.83 

2'<5,520.25 

3'f,986.6t» 

210,533.61 


Availoble  Bolon 


LOAN   INFORMATION 


OUTSTANDING 


cted  Balances  Required  To  Support  Credit       $_ 


890 


THE  CITIZENS  AND  SOUTHERN  NATIONAL  DANK 

ANALYSIS  OF  CORRESPONDENT  RELATIONSHIP 


R„„l               THE   NATIONAL  BANK  OF  GEORGIA 

DIV    1 

AMrlr-« 

r:^               ATLANTA                              s.„„ 

GA 

Tip 

JAN  77 

AMn 

REGULAR  SERVICES  RENDERED      VOLUME 

PRICE  PER 
ITEM 

2.00 

$- 
$- 

ANALYSIS  CHARGES 

2.00 
104.30 

AVAILABLE  BALANCES 
REQUIRED 

i          488.00 

Cash  Letters  Credited                             298, 

ffl 

.55 

25.449.20 

iiomi  nppnOipH                     165  .596 

@- 

.02  7'* 

4.537.33 

1.107.108.57 

ItPm,  PniH                                                              116 

(ffl 

.060 
2.00 

6.96 

1.698.24 

(3) 

it4.no 

in,736.nn 

rr,llBri;„n, 

® 

InfplrPPpmg 

(ffl 

ffl 

O 

<s> 

TOTAL 

4,694.59 

51,145,479.96 

BALANCE  INFORMATION 

Average  Ledger  Balance  for  Period 

Less  Average  Actuol  Float 

Average  Collected  Balance 

Less  Reserve  Requirements 

Averoge  Available  Balance 

Net  Avoilable  Balance 

Additional  Collected  Bolances  Required  t 

o  Pay  1 
Credit 
)n  Avoi 

for  Services  or 
or  Other  Services 
lable  Balances 

$. 

4,348,508.97 

3.218,151.35 

1,150,577.62 

161,078.81 

969,298.81 

$           176.181.15- 
205.427.22 

Collected  Balances  Avoilable  to  Support 
Eornings  Valued  at ^^92-  Percent  c 

LOAN   INFORMATION 

$- 

AMOUNT 

OUTSTANDING 

Collected  Bolances  Required  To  Support 

Credit 

i 

08.0330  0     Repl  7-7J 
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THE  CITIZENS  AND  SOUTHERN  NATIONAL  I'ANK 

ANALYSIS  OF  CORRESPONDENT  KELATIONSHIP 


NATIONAL    BATJK    OF    GEORGIA 

City 

ATLANTA        '                      .;,„,.          GA 

Tin 

Ann 

DIV-1 
Period 


1977 


REGULAR  SERVICES  RENDERED 

Account  Mointenonce 
Cosh  Letters  Credited 
Items  Deposited 
Cosh  Deposited 
Items  Paid 
Wire  Tronsfers 
Collections 
Safekeeping 
Credit  Inquiries 


1       VOLUME 

1 

(S> 

PRICE  PER 
ITEM 
2.00 

ANALYSIS  CHARGES 

$                         2.00 

284 

<S) 

.35 

99.40 

144,017 

.0264 

3,817.89 

81 

(ffl 

.06 

4.8G 

20 

(S> 

2.00 

40.00 



(S) 

la) 

$            T,qfi4.iR 

AVAILABLE  BALANCES 
REQUIRED 


$ 

51? 

,  00 

25 

,446 

,40 

977 

?70 

R4 

— 

1, 

in 

,  ?  '1 4  . 

740 

no 

$_ 

1  ,m,4, 

,R'? 

.40 

BALANCE  INFORMATION 

Average  Ledger  Bolance  for  Period 

Less  Averoge  Acluol  Floot 

Average  Collected  Bolance 

Less  Reserve  Requirements 

Average  Avoilable  Bolonce 

Net  Avoiloble  Bolance 

Addi.tionol  Collected  Bolonces  Required  to  Pay  for  Services  o 

Additionol  Fees  in  lieu  of  Bolonces 

Collected  Bolonces  Avoiloble  to  Support  Credit  or  Other  Seri 


I  4,03 1,589.74 

3,069,083.35 

962.506.39 

137,157.16 

825,349.23 


Eornings  Valued  ol  _A..68_  Pen 


I  Avoilable  Bolonces 


LOAN   INFORMATION 


OUTSTANDING 


1  Required  To  Support  Credit        $_ 


Oe  0330  0      Kepi  7  75 
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THE  CITIZENS  AND  SOUTHERN  NATIONAL  BANK 

ANALYSIS  OF  CORRESPONDENT  RELATIONSHIP 


R„„l,                THE  NATIONAL  BANK  OF  GEORGIA 

DIV   1 
Period               Yeai 

NWR    77 

ri.y                ATLANTA 

GA       ■ 

7ip 

Attn 

REGULAR  SERVICES  RENDERED      VOLUME 

Account  Maintcnonce                                   1 
Cash  Lelters  Credited                           214 

PRICE  PER 
ITEM 

2.00 
.35 

$- 

ANALYSIS  CHARGES 

2.00 
74.90 

AVAILABLE  BALANCE'. 
REQUIRED 

1             540.00 
20.223.00 

Item,  Deposited                                   81,945 

.0283 

2.319.04 

626, 140. 80 

Caih  Dpposited 

Itemi  Paid                                                      85 

(S) 

.060 

5.10 

1.377.00 

_Z^0 

4fi.00 

17,420  nn 

m 

0> 

(S> 

(S) 

TOTAL 

7.447.04 

$    660,700.80 

BALANCE  INFORMATION 

Averoge  ledger  Bolonce  for  Period 

Pay  1 
redit 
Avoi 

for  Services  or 
or  Other  Services 
loble  Bolonces 

$- 

3,654,365.95 
2,566,917.70 

$          271,786. 

Average  Collected  Balance 

1,087,448.25 

154,961.38 

932,486.87 

■'■v 

Net  Availoble  Bolonce 

Additional  Collected  Balonces  Required  to 

Additionol  Fees  in  Lieu  of  Bolonces 

,07  ; 

Collected  Balances  Available  to  Support  Ci 
Eornings  Valued  at          '*•'*'♦     Percent  on 

316.902. 

55   ■ 

LOAN    INFORMATION 

J- 

AMOUNT 

OUTSTANDIh 
$ 

^G-   .^ 

Collected  Balances  Required  To  Support  C 

redit 

$ 

Oa-03300     Stpl  7-75 


I 
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ijij    i.r    i.unnc;>>'ljt4Utni     HfcLATJCNSHlP 


THE    MATIU1AL    bAH\    Of    GECHGIA 


KtCULAf-     SeSdlCCj    KEiv.C£t<tC 


ACCCuhT    MO. 

OIV 

PtKIOO 

YfAK 

i£-M3-&M'i 

:. 

APR 

J.*;  7? 

tViILA&L£     SALANCfS 


ACCaONl    Mdi.MEKf.vCt 

1 

AT 

c.ji; 

CASH    LtUtUS   ChEOIUO 

1L;J 

/iT 

."Ji 

IlEHi    LEfiJSntU 

hS.HJi 

AT 

-CcVfl 

lUK^j    PAIO 

6.? 

in 

.otO 

fUNL"    ISAriStt'i 

i^ 

,u 

i-.iO 

TCJAL 

f^tani'.ct; 

£.C- 

ii4.C_ 

57. Cb 

iM.Loi.^S 

l.iiA.'lt 

<<b7.s77.£i. 

M.'i£ 

l.c;u<<.Mi 

HS.CL 

lU3u6.C0 

:,1r'b-'nS 

^'lS.^^L.la 

TOTAL 

ilAi.AHC«!     iNFORN.iUCl'i 

AvE»AtC    LEOGEfc    BALANCE    fOU  fEi-.IUD                        j  .ail.i.S'j.is'l 

LcSS    tVERAGC    ACTUAL    FLCAT  c  •  JsSoTMfi.bO 

iVEKAGt    COLLECttO    BALANCE  iVj.BaS.?'! 

LESS   fiESEHVi:    HtOUIREf'ENTS  l^^.^^i..ii6 

AVEf^AGE    AVAtLAiJLE    BALANCE  7<>a  .fiS'!  .71 

MET    AVAILABLE    BAL^ihCE  i?Sj.L32-iio 

AnDJilnNAL    C.CL    UAL    «CG     TO    PAY    f-(Jft    Sfi'.VlCli     C« 
AOOiriONAL    fL£j    Ift    LIEU    Ot    BALANCEi. 
CriLLECTED    bALAt.CES    AVAlLAbLt     10 

SLf'PLHT    tr-.fcL»lI    CS    CTilfcH    SIKVICES  ■  c1ii.7Jb.?j 

EAKr<jIhoS    VALUED   AI       M.b?    FCT    UN   CCLLECTLO    CAL^NCCS 

L(i'.N    lHEL'BNArm>(  AMOUNT  OUT^l  ANOI.NG 

LINE    Cl=    CftEOlt 
ICH«    LOAM 
P EVOLVING   CKtCIl 

COLLfcClEO   BALANCES    <iEUL'lHEC 
TC    StJf>?G/«T    CUEOl  t 
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fMt     CITlZt.-^S     AmD    SUUTMbKN    ^;AT^CNAL    BANK 
AIJALYSIj    Of-     CUf<K£SPCNOLt;T    RLL  A  T  I  Oft  iH  1  P 


iu,    i,-;iui.;.L    LAN.-;  o^    GL^^rvi. ia 


ACC(IU".T    NL. 


YlA- 


f  oJl  A 

bLfVlCl::.     r.t.'.Oti.tU 

V(;LUf 

L 

,.LL 

..JN:      HAl..!  e.MA.jCL 

1  .-.[ 

c  .iJU 

e .".  -.1 

.     LLTItrij     CKEUnriJ 

131=    AT 

.  jj 

1   II 

-J    ,Lr>  jITlu                          ik. 

.all  Ai 

•  Cd'; 

ITt 

'S     HAlu 

b6     A  I 

.JbO 

1  u:.; 

;     IKA.\Srth^ 

£J    AI 

a.uu 

AvAlLAbLL      -AL'.NCb 
TUI.'iL  KtwiUrri' 

3.C2  lir,.00 

M4-(Jl;  11.3'ib.aa 


1   . 


^i^..-JL.Jl: 


A.I-,  AGc     LLCCt:-:    b>iLA!JCE     »-JK    PlKIjO 
ILSj     AVfcKAGt     flCIUAL    (LOAT 
A'vLi-AGE     CuLLLCltil    HALAI.Lt 
L;.  bS     «fcS^r^V^    I'.tjUll- fc.-llNTi 
A'-r.<i'..c     AvilLAlJLc     liALAilCE 


s^^.o^l.7^ 


.  ::  i     AV;.l  LAC'Li.     BALAIJCt 

^r.i   1  :  liil.AL    Cu'L    Ui.L     l-.EJ    r;j    ^AY     FUK     it^vICLS■LIR 
..ijull  iJN~L     .'EEL      ir,    LlcU     Ji      cALA'iCES 
C.LllClbil    bALAKCirb     AVAILABLE     TO 

bUPPOKi     CKEGII     Ur.    01  HEK    St. .VICES 
t  Ai- ..II.Gb     VALutO    AT        M.bH    HCl     'Cli     AVAiLAbLfc    I'.ALAUCES 

LiJA.S'     ii.f  Lur-il  lCt.i  AKUl 

Li:.i     Ci      LisElilT 
IhrK    LCA.\ 
l.i:VvLvli»i.    Cf^luU 


L'JT  jTANiJlN'. 


C'L-^-LLicu     LiALANLbl,     KLJLlfaU 

1  ::  Sot^iLM'    C*-.fcuiI 
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THE  CITIZENS  AND  SOUTHERN  NATIONAl  BANK 

ANALYSIS  OF  CORRESPONDENT  RELATIONSHIP 


R/ink 

THE  NATIONAL  BANK  OF  GEORGIA 

hAArm 

r;»y 

ATLftNTA                                  Stat.        GA 

7in 

AHn 

DIV   1 
Year 


lULAR  SERVICES  RENDERED 

VOLUME 

1 

PRICE  PER 
ITEM 

2.00 

128 
66,645 

.3S 

Items  Deposited 

.0'5n2 

'    68 
79 

(ff> 

.060 

9  nn 

Collections 

(S) 

o 

® 

(S> 

ANALYSIS  CHARGES 

$  2.00 

')'<.80 

7,m?.6S 


AVAILABLE  BALANCES 
REQUIRED 


JuM. 


$     2.107.56 


( 

574. 

.00 

11 

,7^7, 

.60 

577 

^9? 

.16 

1 

n6R 

.q6 

11 

S78 

.on 

t       552 

,180 

.72 

BALANCE  INfORAAATION        ' 

Averoge  Ledger  Bolance  for  Period 

Less  Average  Actuol  Float 

Averoge  Collected  Bolance 

Less  Reserve  Requirements  "~  * 

Average  Available  Balance 

Net  Avoiloble  Balance 

Additional  Collected  Balances  Required  to  Poy  for  Services  or     :~ 

Additionol  Fees  in  Lieu  of  Bolances      "     "'   ^    '     '      '       '      "-" 

Collected  Balances  Avoiloble  to  Support  Credit  or  Other  Services 

Earnings  Valued  at        4.  5R Percent  on  Avoiloble  Balonces  __ 


2.610,921.76 
2.069.227.96 

541.693.80 
77.191.37 

464.502.43 


87.678.29- 


102^232.89 


LOAN   INFORMATION 


AMOUNT     -: 


OUTSTANDING 


Collected  Balances  Required  To  Support  Credit      $_ 


os^ouoo    ibplT.ys 
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ANALYSIS    OF    CaHa£S?U^^Jt^iT    KCLATIGNSHIP 

:HL    MAULUjAL    tiiNiK.    Of    Ct!Ji-i.lA  ACCuUiNT     K  J .    CIV  PtrMLU  yi.ftR 

AVAlLAbLL    UiLA'iCf.  i 
r.!  L■UL/.^.     btl.VILLi    f.Li\LJt:KCJ  VJuLirtL  lUTAL  KL-jUlKLl. 

ACCwUi^l     M..  ll.Vtt.<;(.LL  J.    aI       c.uU  .i-CL'  iLu-UL; 

ffL;':.  ••All.  toi^  Ai        .at.;i  i.vc.  •is'i-?!. 

»  JM;     iK.A.Vi'-LKi  -4    Al       i.»uii  jL.LL)  "l.tQH.u^j 

f    ^:     1     ii     L  it7Cil./t  U'll.ift'i't.bi: 

HALANCL     INpLjAMAriniJ 

A^ti-.Ai>t    LttlliLP.    UALAKr.E    HJH  PErtlLlO                          t .  bl2.  S.jl.  5V 

LlIj:*    AVthAGL     ALIUAL    FLiJAr  ii 'lii?.  L'tid.'li 

AVti-.Al^t.    CuLLKLIi'J    bbLhfiCii  jcj. '*7j!.'iu 

Lti:.    HtbLKVL     F-.t  OUlRliHt.'Jr*.  g£,t  i5»44.a'i 

«VtKAGt     A>,',.lLAHLe    BALA^Ct  534.  L.a6  .Oii 

•,tT    i,tf<.lL-ULL    t.ALANLt  1i!i73i.'i3 

/.UUS  I  lL..'iAL    CUl    LS.'.L    J>.t.U    tJ    i^AV    fCK    itKWlLCL    UH 
^OLtn  ItlKAL    F£f.i     Ifl    tlCU    C'l-     HALANCtl. 
Cv.-l.Ll.CftL;    bALAMCLS    MVAiLAdLiL     JO 

^U->?£}Kf    C-tEUlI     UK    ClT!i£K    jtAVlCfcS  ill'1.3Sl.SJ 

t.\il.Kioi    VAlJuO    Af       M.Lfc.    ftl    iJ:X    AvAILAuLE    oALANCEi 

LiiAN    l^^aKf■1ATIC.-^  AHOunT  bUTSJAriDliiu 

jvt- VULVI JJ6    C^tUlT 

tJLLi;C;£u    aALANiltS    liLu'JU'.LIJ 
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TMfc    CiriZLNS    ANO    SCblHtKN    S.'.IlChAL    oAt.K 
;iN.-.LYSlS    Cf    CCKKEiHCNCtM    .'-l  L  A  !  I  CNSMU' 


■I  -5-v     -Lfk  IC-j    .  LI.UL'-  I. 
v,0   :jl.i     >i>.  l.  1  cf.'.if.i-L 

,  I  '.M..    JLi'Li  Jlf-U 


VLLu^ 

L 

-  ^T 

^.C^ 

Si    ~l 

•  3  J 

^7     AT 

•  G;; 

?c    <.T 

.Cl, 

t  i    M  i 

...Li: 

.,  ,Lr?0.x7 


r  1  J4 


I     It    L 


.vt.i..G(.  Ltu^ii;'.  u/-. L. "■..■'< I. L   fl-k   Kt.Ki; 

LtJ5    AVlKi-Gt.    ACIJAL    t-LO/.T 

■  VtivAoi     CijLLL„Ti;!j     o,.LA',>,c; 


SiJH  .t7t.7? 

71ti.L..7;. 

4ic, 7  =  ^.1;:, 


■«lT     .VV.-iL-LlLL     bALA.\CL 

.■.i;j.' i  IC'iAL     CJL    O-L    fUW     TO    t'At     FUK     bLrViCti    Lk 

•  l^JiriJM..L     r-_ib     Ifv:    LlLJ    UH     iiALANLLj 

t-  Uui-CILu    b-oNCBb    AVAlLAbLt     ID 


LC^f,   i.-rLK.-i/.rio.-. 

Li.'JL    LP    lK-JU 

■.    I    7>JLV  1;-iU      Lh   L  J  ii 


auTiT/.;01j;G 


L-LLccTt.'    DALA.'lCtl,    Ktgjlr 


I 
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QUESTIONS  #4,  #5  &  #6 


Calhoun  First  National  Bank 

Account  relationship  since  at  least  the  1950 's. 

The  correspondent  services  rendered  to  Calhoun  First  National  Bank 
includes  but  is  not  totally  limited  to  the  following  kinds  of  services: 

Assistance  in  checking  commercial  credits 

Fed  Funds  transactions 

Provide  information  on  Reg.  B 

Provide  information  on  Commercial  Loan  System 

Provide  information  on  Installment  Lending 

Provide  information  on  Installment  Lending  School 

Provide  information  on  Consumer  Installment  Loan  Analysis 

Provide  information  on  teller  transactions 

Business  solicitation  assistance 

Business  referrals 

Personnel  assistance 

Clearing  of  items 

Retail  law  services  -  attended  by  one  of  their  officers 

Consumer  Lending  Seminar  -  attended  by  one  of  their  officers 

Throughout  the  1950 's  and  early  1960 's,  many  of  these  types  of  services 
may  have  been  provided  in  addition  to  the  above. 
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Chuckiiiji  Account  Analysis 


CALHCUN    K«TIONAL 
CALHCUN    C'rcGIA 

BANK 

013 

i518. 

i 
s 
s 

s 
s 
s 
s 
s 
s 
s 
s 
s 
s 
s 
s 
s 
s 
s 

-17-288 

JANUARY197*. 

30 

06~ 

30 

.00 

A\iT.iRt'  (l;nly  k-dyi^r  b*ilance 

l.rss  flu,.! 

Av.T.iy.'  il.ulv  u.IIlm:I.-iI  balance 

b.il.unic 

6? 
18 

m 

.250 

.         12. 

»         12' 

Toldl  Cli. 
Ncl  Ch, 

,0h 

Aratunt  niaintunance^ 
DrjMisils 

Iti-ins  rS?piisili-d 

Cnsh  ,l,.,>„s,.s          .                                                  ^ 

@    — 

.0200 

1. 34 

@ 

I'r.nv  ,1 

.050 

.flO 

WISES 

20 
01 

(g> 

1.50 

J 

^3.50 
"T700" 

COLLECTIONS 

1.00 

@ 



@ 

@ 

@ 

01       00       A       001 

s 

bb. 

.A<? 

4. 

.A3 
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CALHOUN    NATIONAL     BANK 
CALHOUN    GEORGIA 


7.0 


I  n:,  luiiiidhU'  l>..l.. 


Il.-ms  ,l.-p..- 

wip.es 

COLLECT] 


"B7 


,250 
".OT^KT 


.CbO 


1.50 
l.UU 


Checking  Account  Analysis 


013-17-268 


FEBRUARYl<}7A 


17, 

't90.0l 

.00 

17, 

4^0TDr 

.00 

zir25- 


"TTO?- 


86.71 


01       00      4      001 


72. U 


14.57 


903 


Clieckin};  Account  Analysis 


CALHOUN    MA'^inNAL     BANK 
CALMTUN    GE'iPGIA 


.,lln:ti.'<l  iMla: 

7.0 


ItllllS  .l,.|.,.Slt.-,l 

Cash  tl(!pnsils 

ll.-n,s  ,1 

WI5FS 

COLLECTinMS 


01 


74 


013-l7-2<!9 

MARCH, iq74 

20F6?3.1h 

.00 

s. 

20,683.16 
$ 

102.54 

.250 

.00 
18.50 

.0200 

s 

1.34 

.050 

s 

s 

.90 

1.50 

55.50 

1.00 

1.00 

Total  CharKi-s 

PROFIT 

77.14 
25.40 
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checking  Account  Anulysis 


CALHLON  NATILNmL  faANK 
LALHLLN  GLUKGIA 


Av,.r,.p.-  d 

ilv  luilK.^r 

balance 

Less  flo.il 

AviTati-  .1 

llv  ™lln.:l 

'il  liiihinr 

..1         7 

.0 

( Iharyi's 

Ac.iu.uiil  II 

nnliMiaiicc 

Di'inisils 

ll.;,ns  ,l,-,,, 
C;.isli  cli-p.i 

sihid 
^lls 

lli-ms  ii^.iil 

WiKtS 

CULLtCTlLNb 

013-17 

-266 

B',1 

AF 
37 

RIL    1974 

li 

.00 

I'j 

6'tl 

s. 
s. 

S- 

s. 

s. 

37 

7a.&ii 

.00 
28.70 

2.00 

l.l'i 

74.00 

s 

1.2b 

s 

s. 

s 

s 

s 



s 

s 

s 

s 

Tolal  Ch 

rues 

107.09 

Nel  Ch 

rges 

2a.e>5 
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checking  Account  Analysis 


CALHOUN 
CALHOUN 

N/ TIUNAL 
GEORGIA 

BANK 

013 

.2Th. 

s 
$ 
s 
s 
s 
s 
s 
s 
s 
s 
s 
s 
$ 
s 
s 
s 
s 
s 

irjies 

-17- 

MAI 

■238 

fl974 

Av,T;ipi,-  il.iily  li-.lcur  bnlance 
l.P'.s  flo.il 

Av.!rdi;.-  il.iilv  cj,.;i.-.  led  Iwlaii 
•Ml ^,-..1           7,'o 

."»  per  an 

.  nn-|u.iii.>l>lo 

c 

S 

bal.niir.e 

fli 

42 
19 

01 

@    - 
@    - 
@    - 
@    - 
@    - 
@    - 
®    - 
#    - 
@    - 
@    - 
@    - 
(S    - 
@    - 
(ai     - 
(S    - 
@    - 
@    - 

.350 

s          2  A-, 

s 

s          241 

T.iul  Ch^i 

±ZQ.lti 

ChnrKrs 

.00 

Leu_35 

.0350 

1.47 

\U;„-.  1.  ,1,1 

-060 

1.14 
66.00 

WIRES 

7.00 

COLLECTIONS 

1.25 

2.5i_ 
4.00 

SAFEKEEPING 

4.000 

01       00       *      001 

PROFIT 

s 
s 

16. 7l 
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Cliuckinj;  Account  Aiialysi 


CALHOU'I    NATIONAL    BANK 
CALHOUN    GEOKGIA 


A^.■^u^;^  lUily  IiiIk.i  Ijal.ii 


Av.T.ii;.-  ti;iil 

V  aM il  li.il.MU' 

7.0 

CliuiKcs 

AcCDUiil  mill 

ril.'iiiinc! 

Dn|H>si1s 

||,M,.S   ,l..|...Sl 

C.Hsh  ili'p.isil 

Ii'.l 

llrrns  p.,i<l 

WIRES 

013-17 

JU 
,673.86 

-288 
NE    1974 

s 

'tS, 

S 

S 

.00 

A8 

,673.85 

s 

241.32 

.350 

2.00 

Tr:30~ 

.0350 

.07 

.060 

1.08 

2.00 

66.00 

s 

01   00   4   001 


PRCFIT   XXXXXXX       ,        144.67 

Ni-t  t.har^cs       S 
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CALHCUN    M^-'IONAL     BANK 
CALHCtN    GEHRG  lA 


Clioc.kinj;  Ac.i.ouiil  Auiilysis 


013-17-288 


Av,T,,t.-  .1.1.1 

l.-ilu.T  l>.il...i<:i! 

l..'SS   (I....I 

Av.'rai:.-  .I..1I 

'  ...11.'.  I.'.l  l>..l^.>.< 

7-0 

*  bilTK!:^ 

A.  . .....il  .....i 

.l.'ii.ilii;.' 

l),.p„s,K 

Cish  iU-i»-i 

^ 

li"...s  1..1I1I 

WIRES 

I  l....n..l.l.'  I...l..iii'i 


65_ 
07 


_i.aj_055,<;i_ 

._00 


s 5Jf_0.5i.5_l_ 


_.350_ 
♦  0350 


,_060_ 

2.  CO 


_  2.00 
.25 


_1il20_ 
68.00 


01      00      t*      COl 


Tolal  (:l...rB.!.s 

PROFIT      X^J.^11^, 


1^3. 8<} 
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Cluickiii);  Accutint  Analysis 


r«LHCU'J    M/'nNAL     PAMK 


.l.iiK  <mII I  l..il 


01     '1'     <i     ni 


Mil  l.i.iii.ibli'  h.il.iiti; 


,350_ 
,0350 


AUGUST1<;74 


_T6, 756.53 

-co" 


s  36f 75fa.53 


?. 

?5 

on 

.49 

- 

9? 

6? 

CO"  ■ 



1?1.66 
<5?.1C 
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r/»LHfUN  "••'I^^AL    bank 


Checking  Account  Anulysis 


013-17-288 


SEPTFMBER1<?7A 


Av.T.nK.'  (I.iily  IikIi 

l.l!SS  llll.ll 

Avijmyi!  (liiily  noil 

Alli.«inii;i:  u(  

Chiirtr. 

Ancotiril  iiidiiilcna 
Dnposils 
lltniis  di>|>nsilRd 
Cash  iliM>oslls 


SA=EKF=PTMG 


i:l.'il  l.alai 

.3. 2-^ 


I  loannlile  li.il.ii 


?  ?, 

11<5. 

,<?5 

.00 

3?, 

ll<}. 

.<)5 

.060 
2.00 
l.?5 


ToUl  Cli..Li;.-s 

PROFIT     xxxxy/x 

Net  CliHri-r-b 


1<?3.51 


2.00 

23.45 

.60 


1.  SW 


"rr?"5" 


lOfl.QI 


84.53 
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Chuckiii);  Account  Analysis 


I  /Lh. 


NA'IlLKAL     LANK 
(t  I  I'.l-IA 


ci^-iv-ite 


LLltibf-klVV' 


Illy  li'ilp 
lily  mill-. 


nil  lii.iii.ihli'  Itiil.ii 


S .00 


lll'IIIS    ill' 

Cnsh  ili-i 
llni.s  p,i, 

Ci.Li.r 


.U3bO 


V.1I       in.-       A       U.I.. 


PKCl^lT       XX^)5;)'^\,X{^.^  s /<  S.IjI 


911 


Chocking  AccuunI  Aiuil^sU 


IHt    CALMJU.    t-lKSJ    iNATlCNAL    bANK 
CALHUui-l    CA        30701 


01 3-i7-2ea 


NOVCMiJtK     I'VV'. 


cl.i.k  U-iWrr  lial.i 


Avi'rHCi!  (liiily  cnllrrred  l).il.inci 
All™ I  ll.iiO__. 


Churn 

'£>L 

Aici.i 

ml  ma 

iiitPiiance 

l)ci«.! 

Ms 

Ilrms 

di'iios 

ilnd 

Cash 

.lupoM 

Is 

Unins  pnid 

4l 

,:.3o 

.62- 

.00 

't, 

,  bl6 

.62- 

16.20 


Total  ChiifKUS 
Net  ChdrHCS 


157.30 
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Checking  Account  Analysis 


THl-     C-^Lil'JJN    Hrl^jl    NATICNAL    SANK 
C&LHOU"!   G-\       3C701 


013-17-268 


A\iT.ij;o 

cl« 

ily  1 

ciIkb 

rli, 

alaiici! 

Lfss  lie* 

^v,■rw 

il.i 

ily  < 

a.llri 
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1  iMlaiic 

.25 
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,„. 

linli 



ro 
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1 
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,HS 
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s 

5t 

"o2 


100. 


TT3 
.OoO 


UtCEMtttK     197^ 


B'.,'J35.47 


2.00 

mrv50" 


"Ttrr 


.13 
i.26 
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THE  CITIZENS  AND  SOUTHERN  NATIONAL  UANK 

ANALYSIS  OF  CORRESPONDENT  RELATIONSHIP 

R„„l,       THE    CALllOUIl    FIRST   NATIOIIAL   DANK         


Address 

City CALllOUH 

Ann 


DIV-1 
Period 


197G 


PRICE  PER 
ITEM 


REGULAR  SERVICES  RENDERED       VOLUME 

1   CT      2.00 

J4_@ ^5 


Account  MointcnoncG 
Cash  Letters  Credited 
Itpms  Deposited 
Cosh  Deposited 
Items  Paid 
Wire  Transfers 
Collections 
Safekeeping 
Credit  Inquiries 


17   (S,         .050 
(S) 

: (B> ^QiL 


@ 


ANALYSIS   CHARGES 
$ 2.._Q0_ 


1.02 


oz.nn 


2.67 


AVAILABLE  BALANCES 
REQUIRED 

$ 428.00 

2.546.00 


_La,_GJia^iHL. 


;?, 382.26- 


SALANCE  INFORA'.ATION 

Average  Ledger  Balance  for  Period 

Less  Average  Actual  Float 

Average  Collected  Balance 

Less  Reserve  Rc-quirerr.ents 

Average  Avoiloble  Bolance 

Net  Avoiloble  Bolance 

Additional  Collected  Bolonces  Required  to  Pay  for  Services 

Additionol  Fees  in  Lieu  of  Bolonces 

Collected  Bolonces  Avoiloble  to  Support  Credit  or  Other  Se 

Earnings  Valued  at 5  .6    Percent  on  Available  Bolonc 


_33_.23i;_.4C 
..0_0_ 


33x236.40 

4,J36.18_ 

2  8,500.22 


.6,J.17.96 
"7,133.54 


LOAN    INFORMATION 


OUTSTANDING 


cd  Bolonces  Required  To  Support  Credit       $_ 
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ANALYSIS   OF   CORRESPONDENT   RELATIONSHIP 


THc    CALHOUN    FIRST    NATIONAL    BANK 
CALHOUN    GA       30701 


ACCOUNT    NO. 
13-17-288 


DIV 
1 


PERIOD 
MAR 


YEAR 
1976 


AVAILABLE    BALANCES 


REGULAR    SERVICES    RENDERED 
ACCOUNT    MAINTENANCE 
CASH   LETTERS    CREDITED 
ITEMS    PAID 
FJNO    TRANSERS 
SAFEKEEPING 


VOLUME 

1   AT 

2.00 

50   AT 

.35 

23   AT 

.060 

54    AT 

2.00 

AT 

.000 

TOTAL 
2.00 
17.50 
1.38 

108.00 
2.67 


REQUIRED 
'♦52.00 
3,955.00 
311.88 

24,'»08.00 
603.42 


TOTAL 


BALANCE  INFORMATION 

AVERAGE  LEDGER  BALANCE  FOR  PERIOD 
LESS  AVERAGE  ACTUAL  FLOAT 
AVERAGE  COLLECTED  BALANCE 
LESS  RESERVE  REQUIREMENTS 
AVERAGE  AVAILABLE  BALANCE 


10*726.18 
.00 

10,726.18 
1,528.48 
9,197.70 


NET  AVAILABLE  BALANCE 

ADDITIONAL  COL  BAL  REQ  TO  PAY  FOR  SERVICES  OR 
ADDITIONAL  FEES  IN  LIEU  OF  BALANCES 
COLLECTED  BALANCES  AVAILABLE  TO 

SUPPORT  CREDIT  OR  OTHER  SERVICES 
EARNINGS  VALUED  AT   5.32  PCT  CN  COLLECTED  BALANCES 


20,532.60  CP 
23,941.01 


LOAN  INFORMATION 
LINE  OF  CREDIT 
TERM  LOAN 
REVOLVING  CREDIT 

COLLECTED  BALANCES  REQUIRED 
TO  SUPPORT  CREDIT 


OUTSTANDING 


98-440  O  -  77  -pt.2  -  35 
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THE  CITIZENS  AND  SOUTHERN  NATIONAL  CANK 

ANALYSIS  OF  CORRESPONDENT  RELATIONSHIP 


Rnnt'i'Hi:  LV-Liioui  I'lnsT  i./.vic:;; 


Address^. 

Ailn 


:iv-  1 

Period 


REGULAR  SERVICES  RENDERED       VOLUME 


PRICE  PER 
ITEM 


Accour.l  Moinlenonce 
Cosh  Leltcrs  Credited 
Items  Deposited 
Cash  Deposited 
Items  raid 
Wire  Transfers 
Collections 
Stifclceeping 
C.Edil  Inquiries 


-1_@    2.03 


I-l  -<3>_ 


:!1     (ffl ^G0_ 

3.2_(a_^.r;(i 

@ 


_@ JIJ^S. 


@- 


ANALYSIS   CHARGES 

$ r..'Vi 


-•1 

•n 

] 

_2.S_ 

___     7." 

2n 

T 

r-,1 

t. 

101 

OU 

AVAILABLE  RALANCES 
REQUIRED 


\              .\\t 

\\  n 

r.  ,  s  -,  7 

-10 

2  )T 

.■!') 

1  r, ,  n  >■,  :> 

rn 

^•,7') 

-.o 

21,  J2  7.: 


BALANCE   INPORMATION 

Average  ledger  Balance  for  Period 

Less  Average  Actuol  Floot 

Averagr;  Collected  Bolonce 

Less  Reserve  Requirements 

Average  Available  Balance 

Net  Avoilable  Bolonce 

Additional  Collected  Bolances  Required  to  Poy  for  Services 

Additional  Fees  in  Lieu  of  Balances 

Collected  Balances  Avoilable  to  Support  Credit  or  Other  Se 


Eornings  Volued  at  . 


-Q,_57.1./]2. 

_  3_,_GJi..  OJ 


.IT. 2.32.  C5: 
.  lo,.M7.'lG 


.  Per, 


Available  Balonc 


LOAN   INFORMATION 


OUTSTANDING 


Collected  Balances  Reciuired  To  Support  Credit       $_ 
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ANALYSIS    3F    C3RRESP0NDENT   RELATIONSHIP 

TKS    CCLHZIK    FISST    WiyiOlAL    6ASK  ACCOUNT    NO.     31  V  PERIOD         YEA", 

CiLKCJU'.!    GA       30731  13-17-233  1  -^PR  1976 


ftVAILABLC    BALANCE? 
!-:GULir    Si'rVICES    Kf-iJ-fEO  V3LU'iE  TOT^L  KrOUIREO 

^.cr.oaxr    ■i^iuT'^ki.ncE  i  *t     2.00  2.C0  502.03 

f.Al,H    LfTTtSS    C:'EDITfeO  53  M  .36  Id.  51>  <»  ,556.35 

IT-'iKS    PAi:>  23  AT  .OeO  1-38  3^6.33 

fU;0    Jr.t.;ti-.iiS  ^2  AT  2.0C  84.00  21,08^.30 

-5- rC^KEcPIwO  AT  .003  16.87  '.,234.37    - 

-,     I!    r    .\    L  122. DC  30,822.83 

•Ai  LANCE     Ii■JFL..-^'Ar  IG.>; 

AVl^PaOl:     Lf.uGEV,    BALAICt    rJR  Pi:<'l3S                                      l'+,706.06 

L-7SS     :veK.-.GE    ;CTU<;.L     FLO-'T  .00 

AVF^.AGL'    C.'LLECfHC    &■.L^^iCu  I'V, 706.06 

Ll^SS     f-^S'-.Vt    n.HJ'JIt.E-ir-\;TS  2,0v5.61 

AVERAGE    AVAlLA'JL'c    QAL'.vCE  12,610.45 

;  "7    .-v^iLbL-  hau.,-:e  1-3,212.35  c 

■OCIT  ]-;i».L    C:.'L    d.L    USa    TO    PAY    F3f.     SERVICES    Ok  21,235.60 

DOITIfJNiL     Fca;     i:j    LIEU    Or    BALANCES 
C^LLJCTiCu    3ii.--.^CES    AVAlLAbLE    T3 

-jr-^D:;T   c-EDir  c   jthep.  services 
•:  :^(-.:iirvGS  v«LjeD  a:     4.79  ?ct  om  c-jllecteo  salauces 

LOAN    INFOKMAT  I0:J  AHOUriT  CUTST ANDINC- 

l!NE     :.?    C.-.EDIT 
■   TE.'V.    LCiN 
-EVOLVir-G    CkEOIT 

C.LLFCrei)    GAL-^NfiS     ''-3  J  I -.30 
T  j    -- J  ??:•►: r     CKEJIT 
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ANALYSIS   OF    CORRESPONOENT    RELATIONSHIP 

THE    CALHCUN    FIRST    NATIONAL    BANK  ACCOUNT    K3.    01 V  PEFIOO         Y£AR 

CALHOU-i    GA       3C70L  13-I7-t3d  1  KAY  iJTo 


AVAILABLE    UALANCES 


RlOULA?:     services    fsul.DERcC) 


ACCJUN'T    M,.!(-.Tt«Ar,CE 

1 

AT 

2.  CO 

CASH   LcTTtKS    CRECJITEO 

^6 

AT 

.3-3 

ITIiMS    P'vIO 

Zi 

AT 

.060 

FLiND    TRAMSckS 

^i 

AT 

2.10 

SAFEKEEPING 

AT 

.coc 

TJTAL 

P.cUJlRtO 

2.C-C 

'ta'f.OO 

Xo.lO 

3,d96.20 

1.36 

333.96 

66. OC 

2C,al2.00 

1.03 

'*-tZ.(it, 

107.31 

2S,9c.9.G2 

36, 

,1S.6.<.6 

.o: 

36, 

,156. 4i< 

^  t 

,152.29 

31, 

,00^.. 16 

7     J    T    A    L 
LiALANCE     INFJIk'^ATlOiW 

ave;<age  ledger  balance  for  CERIOO 
less  average  actual  float 

AVtiRAGt  CJLLCCTEL'  UALANCE 
LtSi  RESERVE  RtQUlREHti'.TS 
AVERAGE    AVAILASLE    bALANCE 

r-.LT    AVAILABLE    BALANCE  5,l>35.1't 

ADOtr  IU\AL    CUL    BAL    KEU    TO    I'AY    FQK    SERVICES    UP. 
.■^CL)^  lUMAL     FEtS    IN    LIEU    GF     bALAi-iCLS 
C:LLEtTEL»    ciALA^CES    AVAlLAe^LE     IC 

SUt-l'jr.T    CXcUlT    UR    UTHER    SERVICES  5, 67;. 97 

FARMINGS    VALUED    AT       4.96    PC T    ON    COLLECTED    bALANCES 

U.iAU     lNFUR;-tATIO^j  AMOUNT  CUTSTANOISG 

LINE   GF    CREJIT 
TERM    LOAN 
REVOLVI\G   CREDIT 

COLLECTED    8ALAKCES    REuUIREO 
TQ    SUPPORT    CnEUIT 
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THE  CITIZENS  AND  SOUTHERN  NATIONAL  BANK 

ANALYSIS  OF  CORRESPONDENT  RELATIONSHIP 

THE  CALHOUN  FIRST  NATIONAL  DANK 


Cily_ 
A«n_ 


CALHOUN 


Jlip- 


DIV-1 
Period 


REGULAR  SERVICES  RENDERED       VOLUME 

Account  Maintenance                                       1      (St 

PRICE  PER 
ITEM 

2.00 

ANALYSIS   CHARGES 
%                          2.00 

Cash  letters  Credited                                 52     ® 

.35 

18.20 

lt*>ms  DppositpH                                                                     iSt 
Coih  DpposilpH                                                           13 

Itpmi  Paid                                                                31      la) 

.060 

1  .Rfi 

Wi,.  T .(»,.                                                      37      (ffi 

2.00 

7/1. nn 

.000 

1  m 

Credit    Inriuiries                                                                       (S) 
(S> 

<S> 

AVAILABLE  BALANCES 
REQUIRED 


$ 

4fl7.00 

4  ,3flfi.2n 

iin.7fi 

17^n-^4    nn 

iAi  ,  m 

$ 

23,591.49 

BALANCE  INFORMATION 

Averoge  Ledger  Balance  for  Period 

Less  Average  Aclool  Float 

Averoge  Collected  Bolonce 

Less  Reserve  Requirements 

Averoge  Avoiloble  Balance 

Net  Availoble  Balance 

Addilionol  Collected  Bolances  Required  to  Pay  for  Services  or 

Additional  Fees  in  Lieu  of  Bolances 

Collected  Bolances  Avoilable  to  Support  Credit  or  Other  Servi 

Earnings  Volued  at .4_.  91-  Percent  on  Avoiloble  Balances 


J.7^,2-0SJ.6_ 
00- 


J.7.  ^205,16- 
_2^15^73- 
JL4-,JZ53^^41- 


LOAN   INFORMATION 


OUTSTANDING 


Collected  Balances  Required  To  Support  Credit       $— 
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THE  CITIZENS  AND  SOUTHERN  NATIONAL  TANK 

ANALYSIS  OF  CORRESPONDENT  RELATIONSHIP 


R„„i     Tin:  a-.Lirou:: 

FIRrT 

;  .AT  lot: 

;/L  :■.,- 

.;ii; 

AH<lrp« 

rity      o-^xnoLu 

Stale 

r.r. 

T.„ 

Attn 

DIV--1 
Period 


Yeor 

197G 


REGULAR  SERVICES 

Account  Mainten 

RENDERED 

diled 

VOLUME 

1 

(ii> 

PRICE  PER 
ITEM 

?  .  00 

Cash  Letters  Cre' 

•     .17 

(S> 

.3D 

(HI 

Cash  Deposited 

(S) 

Items  Paid 

'!3 

(Si 

.  orn 

Wire  Transfers 

'',<'■ 

(S) 

.?.no 

<S) 

Safekeeping 

(S) 

.  oon 

(S) 

® 

ANALYSIS  CHARGES 

$ 2.00 


AVAILABLE  BALANCES 
REQUIRED 


M.B'; 


; 

-•r;/; 

.00 

? 

ni  ""i 

ilO 

'■,o<i 

'^f^ 

ir 

7"/l 

on 

/"O/l 

■;r. 

i 

?? 

,007. 

f^*) 

BALANCE  INFORMATION 

Average  ledger  Balance  for  Period 

Less  Average  Actuol  Float 

Average  Collected  Balance 

Less  Reserve  Requirements 

Average  Available  Bolonce 

Net  Avoilable  Balance 

Additional  Collected  Balonces  Required  to  Pay  for  Services  or 

Additional  Fees  in  Lieu  of  Bolonces 

Collected  Balances  Avalloble  to  Support  Credit  or  Other  Services 


Earnings  Valued  at  . 


.  Percent  on  Available  Balances 


p      2/1 

.r.^^. 

.!& 

.00 

2  A 

,^>f^. 

.11^ 

3, 

,,'■.1.], 

.73 

21 

,132, 

.  01 

"7'3.51- 


l."20.G/| 


LOAN   INFORMATION 


OUTSTANDING 


Collected  Bolo 


Required  To  Support  Credit       $_ 


OB-0330-0      Rep!  7-75 
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THE  CITIZENS  AND  SOUTHERN  NATIONAL  BANK 

ANALYSIS  OF  CORRESPONDENT  RELATIONSHIP 


g„„l,       THE   CALHOUN    FIRST   HATIONAL    DANK 

Addr( 
Ciiy_ 


CALIiOUN 


"GTT 


-Zip- 


Yeor 

1976 


PRICE  PER 

REGULAR  SERVICES  RENDERED 

VOLUME 

ITEM 

Account  Muinlcnance 

1     (!» 

2.00 

Cosh  lellers  Credited 

39     fi, 

.35 

Items  Deposited 

(S) 

Ccsti  Deposited 

<s> 

Items  Paid 

35   a 

.060 

W.re  Transfers 

4  0   i5i) 

2.00 

Collections 

ap^ 

.000 

Credit   Inquiries 

(ffl 

(5) 

ANALYSIS   CHARGES 
$ 2.00 


AVAILABLE  BALANCES 
REQUIRED 

$ 494.00 

3,371.55 


19,760.00 


99.58 


452.01 


24  .596.26 


BALANCE  INFORMATION 

Average  Ledger  Bolonce  fi 
Less  Averogc  Actuol  Floot 
Averogo  Collected  Balonce 
Less  Reserve  Requirements 
Average  Avoiloble  Balanc< 
Hoi  Avoiloble  Bolonce 
Addilionol  Collected  Baton 
Additional  F< 
Collected  Bo 


Required  lo  Pay  (or  Serv 
Lieu  of  Balances 
Avoiloble  to  Support  Credit  or  Othe 


Eorn-ngs  Valued  at  _    4  ,  86_  Percent  on  Avoiloble  Balonc 


19,003.57 

_    _  •  Q.  o_ 

_r9,603_.  57 

2V70'8^00" 

16,295.57" 


8^300.  6_9- 
9,678.60 


LOAN    INFORMATION 


OUTSTANDING 


.  Required  To  Support  Credit        $_ 
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THf:    CtTI26NS    A^0    SCUThERN    NATICr.iL    OAHK 
<.N«LYSIS   CF    CGA>!ESPChCEf;T    RtL«riCNSHIP 

THC    CLHCUN    FIKS7    NAyiCi«4L    b'.NK  ACCOUK^'    NO.    DIV  l'.-=IJi.'  YiAV 

r.;.LMGUij  i;t     jctoi  I3~17-288         1  :>??■:       i-;7o 


AVAIL/'BLC    3AL.-.i-.C£; 
r..l.i;ULi>.     StKVICES    Ki.JOtf«fc,)  VCLU.1-: 

;Cr.uU.iT    Ht  IKTEi'UKCc  1    iT       ^.00 

Cif.b|i    LfTieSS    Ck^Ull-JU  5C    ;>I  .35 

I'TliMi    PA:i.)  3o    it  .060 

r-ufo  TftA-jsnrsS  a2  ct     2.00 

S.:  FtKCFPI..G  1^7         .000 

T    !:    7     i;    u 

BA  L  /.  Nc  f ;    I  Nf-  G .;  h  A  ■  [  n:< 

AVifVMGf.    i.JDG£^    b;.Lj:.NCE    HOfi    ff.niCO 
LtiS    iVC-KiGE    ACVU.:a    FLOAT 
mVKf<.1C£    CCLLeCrcCi    BALANCE 
1.1 3S    hi-;S,';:sVc    Kr.jUIRcrtf.lgTi 

l.'fT    AVill.iULe    b5L-^rJCE 

AOUinUfJflL    CJL    i'.L    I'.iiO    TO    PftY    FOP    StStflCOs 

/incrriONiL  f.=  £S  in  lisu  of-  B.iL.ir<CcS 

COLL?CieO    aALonCLi    i\l\lL.\bH.    TO 

SUPPORT  Cr^eoir  ;j?   jthep,  ;if.=.vrcf:3 

tAlti.IWGS    W^LJtiJ   »;.r       i.^b    PC>    GN    CGLLcCTEi!    bAL'-NCCS 

lCAN    !NrCKHi.TIO:M  AMCU'iT  OUT  STiNO  IWG 

Lltvj;    CF    CRECn 
Ti:H«    LOAN 
P.J.VOLVING    C«£.DIV 

CCLi-'iCeD    EiSLAi^JCEi    i^.taUIRcD 
TG    SUPPORT    CrC-DIT 


Tor.-.L 

kcC 

j-j :«!.(: 

2.00 

<.'.:3.0: 

17.J0 

- 

.tiSO.Ou 

2.26 

5JI.J.0 

6'..0C: 

Ul 

,^8C.Cl 

i.t: 

'.02.6  0 

107.61 

23, 

,  c  7^^  .  2  0 

2'., 

,fcS0.2fc 
.00 

2^11 

,  t5C.2e 

3, 

,512.66 

21, 

,137.6;; 

J. 

,536. 5C.    L 

2, 

.SiiT.is 
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ANALYSIS   OF    CORRESPONDENT   RELATIONSHIP 


THc    CALHOJM    FIRST    NATIONAL    8ANK 
CALHLU.-I    GA       30701 


ACCOUNT    NO.     DIV 
13-17-288  1 


PERIOU 
OCT 


YEAR 
1976 


AVAILABLE    BALANCES 


REGULAR   ScRVICES    RENOEREO 
ACCOUNT    MAINTENANCE 
CASH    LETTERS    CREDITED 
ITEi-tS     PAID 
FU.^U   THANSERS 
Si.FEKEEPING 


VOLUME 

TOTAL 

REQUIRED 

1   AT 

2.00 

2.00 

438.00 

47   AT 

.35 

16.45 

3,602.55 

38   AT 

.060 

2.28 

499.32 

38   AT 

2.00 

76.00 

16,644.00 

AT 

.000 

1.83 

400.77 

98.56 

21,584.64 

BALAN 

AV 
•LL= 
AV 
L5 
AV 


C£    INFURMATI0;>J 

EKAGc    LEDGER    aALANCE    FOR    PERIOD  24,269.91 

SS    AVERAGE    ACTUAL    FLOAT  -i»*i2TS0 & o 

C-RAGc    COLLECTED    3ALANCE  -i^rbS^vOt--^ </ J t f. f i' 

S3    R3SERVE    REJUIREritN  TS  j-r^-a^.-feZ"    S'/^/'^U 

ERAGE    AVAILABLE    BALAi''JCE  lr^T^i^Sv-39    ^oS'//,'/i^ 

7  7J./7- 
r    AVAILABLE    BALAImCE  Zvi^i  ."ZJ^TT 

OITIOrjAL    COL    BAL    KEQ    TO    PAY    FOR    SERVICES    OR  fo/ J-'/lz  ,514vl9 

OITIO-IAL     FEES     lr%    LIEU    OF    BALANCES  -9.34- 

LLECTED    BALA.MCES    AVAILABLE    TO  3,53 

SUPPG;U    CREOiT    OR    GThER    SERVICES 
RNIIJGS    VALUED   AT       5.47   PCT    ON    CQLLECTEO   BALANCES 


LOAN    INFORMATION 
LINE    OF    CREDIT 
TERM    LOAN 
REVOLVING    CREDIT 


AKCUNT 


OUTSTANDING 


CULLECTEO    BALANCES    REQUIRED 
Tu   SUPPORT    CREDIT 
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Th3    CALHOUN    fl.-.ST    NAT  I 


ANALYSIS    OF    CCRRESPONOEM    RELATICNSHIP 


CCCUM    N'J. 

OIV 

P5KIG0 

Y£Ar^ 

13-17-2bo 

1 

NuV 

1976 

UlAX    :3;.»vi^'-i     ".  t;.\L!H:i  £  J 

V^Lbhc 

,',CCJJ.-:T    .•l.a,.T^,-.Ai;Ct 

X    AT 

^.00 

Citi    LtTTiiS    CaEJITc'J 

h9    at 

.i5 

iTt.;s   P.-.W; 

;  7    AT 

.060 

Fou^    T'^.^•■ioi^.S 

3S    AT 

2.00 

S    f^i<.2:;:^I..o 

„T 

•  COG 

AVAILA3LE    bALANCtS 

TOTAL  P.ECJlRiO 

2.00  'tio.OO 

17.15  3,910.20 

2.22  SOo.lo 

7o.OO  i7,7o'».JJ 

1.33  417.24 


25,07^.63 


M\/E.-;AGb    LEj5£R    tiiL^^lCE    eOK  PCRUD                                   '-72  ,<io7.9(i 

Li-Si    -  \/L.-N.Hiir.    ^CTU^L    t-LUAT  .00 

AV£.-,a;u    CLLiCTtiD    b-iLA,:Cc  92,2o7.ya 

LiSi    l-^LiasVr;    AuWUIIiiii'lEMS  13,14J.19 

AVERAGE    AVAILABLE    l3ALA^iC5  79,119.79 

i.;t  ava;L.ol;:  6alA..C£ 

.bCITI-.AL    C;.L     ci;.L     r.iv,     Tu    P-aY    fii;     StKVICtS    UP 
,,Jt;iV  K'\:.L     Fi;i     1;    LIIU    OF    2^LA\CtS 


C  l.L:Cr;.:    tw.LA 
::.,R!i     J-    V^LO 

LI.\)i    2F    Ci<  =  lJlT 
TJKM    LUAl'l 

r:V'jlving  ck£C!t 


:S.3    AVAlLAdLu     TG 
IT     :?.    -TFE.s     irr.VICiS 
AT       i.2c    PCT    Li\    CCLL^jCTtO    ti4L■i^CES 


C.LL:;CT 


l,,U:S    C^CKjoi:<LJ 

c.<  -0  i  r 


6I> ,  3  49  .  56 


JUTSTA.'.SING 
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CCCCM    KJ. 

DiV 

PcKICO 

YaAfk 

12--<i2-e49 

1 

NUV 

1976 

ANALYSIS    OF    CORRESPONDENT    RELATIONSHIP 

JHl    (.^TIU..AL    tiANi<    '^F    GtuT-GIA 
ATL<iNT.A    Ut-jSoIA    3o-0i 

AVAILA6UE    o'.LANCtS 

RiLojla-.  sci. vices  ri:L.iOcf.::^j  vjlum.j  total  kecjkeu 

.CCJJ.'.T    HAIUT-IvAmCc  1   AT      2.00  2.00  ^.36. 00 

CoH    LITTi^S    l-K^CITHiJ  I'b    AT  .25  3.60  1,270.60 

:Ti-l$    PAIt  1    AT  .C60  .Oo  13.6a 

1     .J    1     ;,    L  7.6C  1,7^6. 'to 

iiAi.  liSC'i    Irii^o^MATl;,  . 

AvE-iAGr    LlOGE:;    OILAlCH    fbR  P£(<100                                   cC,950.O3 

L^.5i    ,\V£.^.-.G£:    ACTJiL    FLOAT  1^.73 

iV£.";.*.G=    CJlL£CTSD    b.iL,;iCt  oC, 531.^3 

LlSi    s^bE:.,VL    .;  £g'JI.<.i.rti -.TS  8,cSt.72 

^Vw-:HG;    AV-IL;DLfc    o,.LA:.C£  32,24o.63 

.MiiT    AVAILAtLE    3-LAiC=  30,3J2.15 

.-.OUlTIuNAL    CjL    i3^L    KcU    TO    PAY    FQK    S;FVICHS    OR 
,.JLilT  iJ.ii.-    r£^S     I,,    LI. -.'J    CF    tJAL.v.-,C;i 
C-LL=CT;j    aUA^Cr-S     \»^AiLA3L^     TG 

SUPi'Oai    CREuiT    :•:-"■.    CTheR    55".V1C^S  53,0^5.51 

r.^:-.\l..G3    V^L^JcC    ,.T       0.2c    PCT    CH    CjLLECTHC    SALA\C£S 

L-t.-.    iNrJ.f-.-.  ^TlU.)  AKCUwT  CUTST4„0lr;o 

Li:<c  :.i-  casciT 

T'^Ki-i    L  JAM 
r-.uVJLVING   Cr.EO  IT 

Cl;LLECT£0    bALA,,C;S    .<£WJIRED 
T'}    SUPPOkT    C'.iiJIT 
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ANALYSIS  OF  CORRESPONDENT  RELATIONSHIP 

THE  CALHOUN  FIRST  NATIONAL  BANK 


-Zip_ 


DIV   1 
Period  Year 

DEC  1976 


REGULAR  SERVICES  RENDERED 

Account  Ma 

linlenonce 

Cosh  Lelterj 

;  Credited 

Items  Depo! 

.ited 

Cash  Dcpos 

ited 

Items  Paid 

Wire  Transf 

ers 

Collections 

Safekeeping 

Credit  Inqui 

ries 

VOLUME 

1 


PRICE  PER 
ITEM 

ANALYSIS  CHARGES 

AVAILABLE  BALANCES 
REQUIRED 

2.00 

*          2.00 

4               472.00 

705" 


2.16 
76.00 


100.19 


t*. 295. 20 


509.76 


17,956.00 


'431.i 


i,      23,6'*'4T8ir 


BALANCE  INFORMATION 

Averoge  Ledger  Bolance  for  Period 

Less  Average  Actual  Float 

Average  Collected  Balance 

Less  Reserve  Requirements 

Average  Available  Bolance 

Net  Available  Balonce 

Additional  Collected  Balances  Required  to  Pay  lor  Serv 

Additional  Fees  in  Lieu  of  Bolonces 

Collected  Balances  Avoilable  to  Support  Credit  or  Olhe 


Eornings  Valued  at 5^Q.9_  Percent 


ilable  Ba 


$    '19,821.66 
.00 


■49,821.66 

7,099.58 

'42,722.08 


^       19,077.2'4 


22.2tt't.06 


LOAN   INFORMATION 


OUTSTANDING 


I  Required  To  Support  Credit       $_ 


3  0330  0      lltpl775 


927 
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ANALYSIS   OF  CORRESPONDENT  RELATIONSHIP 


Rnnb 

.THE   CALHOUN   FIRST   NATIO^^AL   BANK 

Addresj 

rily 

CALHOUN                                 <;,„,.            GA 

7ip 

AHn 

REGULAR  SERVICES  RENDERED       VOLUME 

Account  Moinlenance  I (fp. 

Cosh  lellefi  CredilecJ  37  (3 

Items  Deposited  (S). 

Cosh  Deposited  .  :(§). 

Items  Poid  53 @ 


PRICE  PER 
ITEM 


w„ 


Safekeeping 
Credit   Inquii 


-2S @- 


-JIUL. 


ANALYSIS   CHARGES 

$ 2J1I1 

i2.qs 


AVAILABLE  BALANCES 
REQUIRED 

$ '4HS.nn 


ittt&.s? 


^   I3,3l'*.6'^ 


BALANCE  INFORMATION 

Averoge  Ledger  Bolonce  for  Period 

Less  Average  Actuol  Float 

Averoge  Collected  Bolance 

less  Reserve  Rrquifcments 

Averoge  Available  Balance 

Net  Available  Balance 

Additionol  Collected  Balances  Required  to  Poy  for  Services 

Additional  Fees  in  Lieu  of  Balances 

Collected  Bolonces  Avoiloble  to  Support  Credit  or  Other  5e 


F.1,ftq3.77 

Q0„ 

5I^69i^7_ 

.a,791.36_ 


$ 3(t,387.77 


-!*0,-329^.33 


Eorrings  Valued  at  _    _A.92_  Per. 


able 


LOAN   INFORMATION 


OUTSTANDING 


Collected  Balances  Required  To  Support  Credit       $_ 


08  0330  0     t>epi7  7i 
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jr-UNUCnr    KcLATlUMS.ilf 


13-17-J6d      .      1 


^i-  IC:; 
f  i!) 


P5.GULSM    SUJJViCeS    Ktr:uE;;L-o 

I  ri  ca  ij<-Mi.s  If  tu 

IT-':;'S    f'*IJ 


VJLUHi- 

1    AT       i 

.JO 

11    AT 

.  j5 

^    AT 

.035 

^i  ii 

•  CCC 

2a  JT     2 

.'JO 

/iT 

•  uOC 

a.O'j  '>K'.oo 

I't.JO  .=  ,6T.-  .(0 

.0/  it.'-U 

i.m  vn. •...•' 

1.C3  ■.c.j.-'J 


TOTAL 

hiL'NCH     Ii;i-'"''>fi.n  ION 

.■.VTKiGt.LeCGlR    B.-.L-ViCE    RJR    PLr.inO 
LrSf.    3VC.''4GC     KTUiL    KL!/,r 
tvjKAGL-    CCLLfCTtLi    b'iHIJCc 

"Vf  "^Gf  W  MLABLt    U'lL'.MCt 


7(j.l7 


5Q,61J.15 
d,27t).  53 


■':!-T     lV'tlL-EL£     H/!L»N<;ii 

•■CjII  ICN^IL    CUL    d/-L     i'Kd    TU    PAY    TUP.     S!;i'.VtCPS    OK 
.-.uOtT  I'-IJAL    FtES     IN    L  I  tU    •'.'F    BALAflCCS. 
CtlLf-CTEU     EiLiNCcS     ;\/,»,  IL '-dL  E     TU 

3UFPCfir  c-:fcir  crs  ■.'.'w-i^  j&.wices 

^:'-■■.l^C•i    V«LUtC    Af       '..6ti    ^CT    GN    COLLcCTEO    U.'^Li.NCcS 


i.:.s;-  CI-  c-^tuir 

.;-VULVI.\vj     Cii'L'IT 


AMCU'lT 


AiTiTT.  )!■ 


crLLtC."Si;  c«La'iCts   Tijur'.LC 


929 


A'.Alf,!.    ...i      C..j(-.i'        h'-..\.!L   .1     -lL-I  liiN  .     IP 


.  I     -..il  I'       vL    '...-;.■• 


■'(.f    ruNI    '!w.    (   Iv' 


('I    r.  H..'  Y -/."-. 


Sf    ^li   i. 

■.    i; 

t.'.'j,.ii  r  ) 

■A  UJ- 

r 

f.r    -.Ai. 

1  --;. 

w-Ct 

I     -iT 

'..jD 

11   IT,   ,  •. 
•^l  •■  .;.  1 
.■..lb 

1  i:.> 

')|   ti      : 

•1  b    ;.  T 

i^i  I'l  . 

■i  7    /v  I 

L.'.      J'.i 

AVAlLAI.Lt     I'.f.L/iIur  S 
1  Til  At  I.I  ;.ljlM.:.' 


I  :  ii.t 
I  .  u;.. 


:\f.l  a: 

f. ; 

■>i,l  li/  L 

1  1  i: 

-t    .(Jli:( 

•■.'iLI-     11. 

L  -.  ;.■ 

1. 
.1    ; 

1  J     !i,     I 

i  1  \i 

dL,.  V:,! 


I'.'.V     M-'K     j,i'.<:'lW. 
'.      l>ALA.\LL'i.' 
..1.  L     TO 
: ;     .S  L .  '/  U.  I  ^ 

.'..  1    u".  t.i.Ln..no 


A  :c.. 


•    I  i;.'. 
■  L.  In 


930 


AfiALUlb     CF     ;,JKKtil  i-iiiluM     »<  t  LdT  ICnSHI  *^ 


:i.i.u.iT   I.e.  ;;.v 


L  G  Ui  A  ".     i  I'.  V  v'  1 C  i;  L^    1'  f-:  1'.:  L  £  i<  i  L 
Culii    ;.£  VTC:  J   C-vLJi  31:..) 


J.;    AT         .j:i 


i../.L.'..'.(.i;    i.Ni-ji.-i.'.Uu;-. 

l:;:,  .'•\it:',,>u;;   actual  i-i.'ini  j.7^'i 

tvv.'i/tut     AV:.  ['w^il-Lt:     B.U"  lie  i;.il.l 

/.■.)'■:;' iL.j-'.L  o.;i   ii.iL  «c:   mi  c.at^  fUH  it.f'vK;:i,  js 

t  Jl.l  (  :Ji.I«S.    I-Lj     1.\     Li!.'.i     '-!■■     U«L;iHCCi 
C.i.l.Ov. 'tu    .i.'.L<\t;Ci  S    Mi-MtitlLL     fCI 

.,>/i'.\;T<i     <.-!-Jll     U!<     LI':;,  i';     :ij<'JU,ci 

t"-:!.;jj  v.Xt  .:.Ly  ;i !      '-.or  I'i.  1  UK  I'.iJuLt- i. ;  t;;i  j^LAcJCth 

!t.r.'-'.    i-uAlj 


tCt  'iij  C  .  J  'I 


.:ij  i^r  Aliiii: 


C  jLL  rC  I  *:•.;    liH. 


931 


iC'-„-tj>:I     '.A  I 'i  ■(:.'.-.(.'_£ 

I  fl  ■■■,:•  ►••■.;  J 


'.    AT       i 

/a 


J  I.  s' , 
-7.-.. 


b'lv'  I'...  1    -LC  JlJ^  '  iNj 

t/  J    ■.-'..,o.\':  ir... 

'  ;:i.    ■:ii'  ;jI  I     ..<■•■.. Ii    ACC-L'i  IS 


T 


L    L 


I     LI 


L  j ; ;  .'•  ■«  c ■•.  A  j .  '■.;,"  u-«  1.  f  L  c  •  "i 

.'<■•■  t  •<  ;i  vT  :":    .■..■,  iL.-.'JLi;     ^3Al.i^.;: 


J"l.  _L't  .jL! 


lilll   iu  J-'t. 


Li.  !.'<     :M..'.>1  i  !  i  ;.  . 


I..   ji,'iH\;.ir  v..',L.;i  i 


-440  O  -  77  -  pt.  2  -  36 
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THE  CITIZENS  AND  SOUTHERN  NATIONAL  P/vrJK 

ANALYSIS  OF  CORRESPONDENT  RELATIONSHIP 


Bank 

Addresj '. 

Ciiy               CALHOUN 
Attn 


THE   CALHOUN  FIRST  NATIONAL  BANK 


-Zip- 


REGULAR  SERVICES  RENDERED 

Account  Mainlenonce 

'      VOLUME 

1 

& 

PRICE  PER 
ITEM 

2.00 

Cosh  lellers  Ctedlled 



41 

:_J_ 

.35 

hems  Deposited 

.O'SSO 
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•  QUESTION  #7    •  ■ 

October  25,  1973 
Henry  Collinsworth 

RE:   Lending  Policy  for  Correspondent  Bank  n,*, 

Henry , 

Title  12  of  the  bank's  holding  company  act  pretty  well 
states  the  policy  when  it  requires  that 

"the  interest  rate  on  any  loan  to  purchase  the 
the  banlc  shares  will  be  comparable  with  other 
stock  collateral  loans  by  the  lender  to  persons 
of  comparable  credit  standing." 

"Furtheri!>ore,  the  law  states  that  "no  compen- 
sating balances,  specifically  attributable  to   ^  ■ 
the  loan,  will  bo  deposited  in  the  lending  Insti- 
tution and  the  amount  of  any  correspondent  account 
which  the  proposed  subsidiary  will  maintain  with 
the  lending  institution  should  not  exceed  the 
amount  necessary  to  coapensate  the  lending  bank 
for  correspondent  services.'" 

T^ith  these  requirements  in  mind,  I  feel  that  we  need  a 

policy  that  is  flexible,  yet,  at  the  same  tine,  protective. 

Most  of  our  loan  situations  to  banl^  officers  are  to 

meet  investment  type  opportunities  for  the  acquisition 

of  bank  stoci.   When  this  is  the  purpose  of  the  loan, 

I  recommend  the  following  policy.  j 

1)  Absolute  necessitity  that  we  have  a  financial 
statement  to  support  the  credit. 

2)  The  terms  of  the  loan  should  not  exceed  ten 
yearn  and  there  must  bo  a  definite  under- 
standing as  to  repayment . 

I  v^uld  reconnend  that  wo  consider  delaying  the  first 
reduction  for  not  more  than  three  years,  in  the  event 
it  is  necessary.   In  this  length  of  tine,  most  new 
banks  should  bo  in  a  position  to  pay  dividends  and  a 
reduction  could  be  tied  to  dividends. 

3)  In  the  event  it  is  an  existing  bank,  then  the 
loan  to  the  officer  should  be  held  for  not  more 
than  seven  years  with  a  definite  liquidation 
schedule.   This  could,  of  course,  be  through 
sot  amortizations  or  an  agreement  to  sell  and 
liquidate  all  of  the  stock  v/ithin  a  shorter 
period  of  tiae,  say,  not  nore  than  three  yoars. 
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Houry  Collinsv.orth 

October  25,  1973 

Page  Two  .^       . 

41   Componsating  balances  fron  this  bank  should  be 
sufficient  to  offset  the  other  normal  services 
porformed  by  C&S.   No  cossponGating  balances 
should  be  related  stock  financing.   It  is  ob- 
vious that  with  stock  financing  we  nust  be  in 
a  position  to  do  aany  other  things  for  the  bank. 

5)  Rate  of  interest  should  be  tied  to  the  best 
rate  and  fluctuate  accordingly.   I  would  recom- 
mend the  prime  rate  as  the  minimum.   In  most 
instances,  this  would  be  the  "small  best  rate". 

6)  We  should  attesfipt  to  margin  these  loans  at  80 
percent,  however,  be  willing  to  finance  100 
percei  t . 

The  second  situation  to  be  concerned  with  is  the  personal 
type  loan  to  bankers.   The  size  of  the  loan  and  the 
nature  of  the  reqliest  is  the  key.   I  see  no  problem  what- 
soever in  handling  "normal,  personal  type  requests"  as 
we  would  for  any  customer.   I  would  recommend  a  rot©  of 
between  1/2  to  1  percent  below  the  going  rate,  but  not 
below  the  "best  rate"  under  anycconditions.   Any  extre- 
mely large  or  unusual  personal  requests  should  bear 
close  scrutiny.   These  should  be  done  only  if  the  bor- 
rov/er  meets  all  measuretaents  of  a  normal  customer. 
These  loans  should  not  exceed  the  usual  terms,  amounts, 
margins,  or  bear  any  preferential  interest  rate.  This 
will  talce  real  salesmanship  on  the  part  of  our  lending 
officers  and  an  explanation  of  Title  12  of  the  bank 
holding  com|)any  act  should  be  a  good  sales  tool. 

I  would  like  to  discuss  this  with  you  in  detail  at 
your  convenience. 


Don  Ingram 
2E3804 
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Djte:      January    3,    1975    (Restatir.enT;   of   October    25,    1973) 

To;    Her.ry  Collinsworth 

Ra:    Sank  Sziock.  Lending  Policy  for  Correspondent  Bank  Officers 

"itile  12  of  the  bank's  holding  company  act  pretty  v;ell 
spates  the  policy  v;hen  it  requires  that 

"the  interest  rate  on  any  loan  to  purchase  the 
the  bank  shares  v;ill  be  comparable  v;ith  other 
stock  collateral  loans  by  the  lender  to  persons 
of  comparable  credit  standing." 

"Furthermore,  the  lav;  states  that  'no  compen- 
sating balances,  specif.ically  attributable  to 
the  loan,  will  be  deposited  in  the  lending  insti- 
tution and  the  amount  of  any  correspondent  account 
which  the  proposed  subsidiary  will  maintain  with 
the  lending  institution  should  not  exceed  the 
amount  necessary  to_  compensate  the  lending  bank 
for  correspondent  services.'  " 

With  these  requirements  in  mind,  I  feel  that  v/e  need  a 
policy  that  is  flexible,  yet,  at  the  same  time,  protective. 
.Most  of  our  loan  situations  to  bank  officers  are  to 
meet  investment  type  opportunities  for  the  acquisition 
of  ba.nk  stock.  Vlhen    this  is  the  purpose  of  the  loan, 
I  recommeni  the  follov;ing  policy. 

1.  Absolute  neceseitity  that  we  have  a  financial 
statement  to  support  the  credit. 

2.  The  terms  of  the  loan  should  not  exceed  ten 
years  and  there  must  be  a  definite  understanding 
as  to  repayment. 

I  v/ould  recommend  that  v.-e  consider  delaying  the  first 
reductio.n  for  not  moro  than  three  yerrs,  in  the  event 
it  is  necessary.   In  this  length  of  time,  most  new  banks 
should  be  in  a  position  to  pay  dividends  and  a  reduction 
could  be  tied  to  dividends. 

3.  In  the  event  it  is  an  existing  bank,  then  the 
loan  to  the  officer  should  be  held  for  not  more 
than  Severn  years  v;ith  a  definite  liquidation 
schedule.   This  could,  of  course,  be  through 
set  amortizations  or  an  agrc.ema.nt  to  sell  and 
liquidate  all  of  the  stock  within  a  shorter 
period  of  time,  say  not  more  rJ:an  three  years. 

Intcrolfice  Mcrnarandu.-n 
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Mcr/.o  to  Henry  Collinsworth 
October  25,  1973 
Pace  2 


4.  Cc~ipensating  balances  from  this  bank  should  be 
su-ficient  to  off sin  the -other  normal  services 
p:  ■  "r.ed  by  C&S.   No  compensating  balances 

£/._ Z3    related  to  stock  financing.   It  is  obvious 

thac  v/ith  stock  financing  v/e  must  be  in  a  position 
to  CO  many  other  t'.-ings  for  the  bank. 

5.  Rate  of  interest  should  he  tied  to  the  best 

rate  and  fluctuate  accordingly.   I  v/ould  recommend 
the  prime  rate  as  the  minimum.   In  most 
instances,  this  would  be  the  "small  best  rate." 

6.  We  should  attempt  to  margin  these  loans  at  80 
percent,  however,  be  willing  to  finance  100  percent. 

The  second  situation  to  be  concerned  v/ith  is  the  personal 
type  loan  to  bankers.   The  size  of  the  loan  and  the  nature 
of  the  request  is  the  key.   I  see  no  problem  v/hatsoever  in 
handling  "norm.al,  perso.nal  type  requests"  as  v/e  would  for 
any  customer.   I  would  recommend  a  rate  of  between  1/2  to  1 
percent  belov:  the  going  rate,  but  not  belov;  the  "best  rate" 
under  any  conditions.   Any  extremely  large  or  unusual  personal 
requests  should  bear  close  scrutiny.   These  should  be  done  only 
if  the  borrower  meets  all  measurements  of  a  normal  customer. 
These  loans  should  not  exceed  the  usual  terms,  amounus ,  margins, 
or  bear  any  preferential  interest  rate.   This  will  take  real 
salesmanship  on  the  part  of  our  lending  officers  and  an  expla- 
nation of  Title  12  of  the  bank  holding  company  act  should  be 
a  good  sales  tool. 
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U.S.  HOUSE  OF  REPRESENTATIVES 

SUBCOMMITTEE  ON  FINANCIAL  INSTITUTIONS 
SUPERVISION,  REGULATION  AND  INSURANCE 

OF  THE 

COMMITTEE  ON  BANKING.  FINANCE  AND  URBAN  AFFAIRS 
Ninety-Fifth  Congress 

WASHINGTON,  D.C.     20515 
September   20,    1977 


Mr.    Russell  L.   Weiss 

President   and  Chief   Executive   Officer 

Bank  of   Commerce 

56  East   42nd   Street 

New  York,    New  York  10017 

Dear  Mr.   Weiss: 

As  you  know,  on  August  18,  1977,  the  Comptroller  of  the  Currency 
issued  a  three-volume  report  entitled,  "Inquiry  into  Certain  Matters 
Relating  to  T.  Bertram  Lance  and  Various  Financial  Institutions,"  in  which 
your  bank  was  mentioned.   This  report  has  raised  several  questions 
which  the  Subcommittee  would  like  answered  in  connection  with  their 
continuing  oversight  and  legislative  responsibilities. 

1.  Please  provide  the  Subcommittee  with  the  dates  of  opening  and 
any  closing  of  the  correspondent  account  of  the  National  Bank  of  Georgia 
at  your  bank. 

2.  Please  provide  the  Subcommittee  with  your  own  bank's  analysis 
of  the  balances  in  this  account.   The  Subcommittee  has  been  informed  by 
bank  regulators  testifying  this  month  that  most  banks  prepared  these 
analyses  monthly.  We  are  primarily  interested  in  the  period  December,  1974 
to  date. 

3.  Please  provide  the  Subcommittee  with  an  analyses  of  the  services 
provided  the  National  Bank  of  Georgia  and  your  analyses  of  the  costs  of 
these  services  on  a  monthly  basis  from  December  of  1974  to  date. 

4.  Please  provide  the  Subcommittee  with  a  copy  of  your  bank's  written 
policies  governing  the  operations  of  correspondent  accounts. 

5.  According  to  documents  included  in  the  Comptroller's  report, 
specifically  Exhibit  34  in  Section  B,  National  Bank  of  Georgia's  correspondent 
account  at  your  bank  remained  fairly  steady  at  $25,000.   But  the  document 
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also  reflects  some  unexplained  changes  in  this  account.   In  July  of  1975 
the  account  was  apparently  drawn  down  to  zero.   In  October  of  1976,  the 
account  went  iuto  the  red  by  $6,000.   In  January  and  February  of  this 
year,  the  account  went  as  high  as  $300,000  plus.   Further,  the  document 
provided  by  the  Comptroller's  office  reflects  a  diminution  in  the 
account  again  this  summer. 

Please  provide  the  Subcommmittee  with  some  fuller  explanation  of 
what  was  transpiring  on  the  dates  cited  above  in  addition  to  what  we 
have  asked  for  in  Questions  2  and  3. 

Because  of  ongoing  legislative  hearings,  your  earliest  response  will 
be  appreciated. 


Sincerely, 


St  Germain 


FJStG:mLr 
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BAIXK    OF    COMMERCE 

56      EAST      4Sncl      STREET,     NEW     YORK.     N.    YlOOlT-MUrrayHlH      2-6000 


ROBERT   R.  BRINA 

';«c«T«  October  25,  1977 


The  Honorable  Fernand  J.  St  Germain,  Chairman 
Sxibcommittee  on  Finemcial  Institutions  Supervision, 

Regulation  and  Insurance  of  the 
Committee  on  Banking,  Finance  and  Urban  Affairs 
united  States  House  of  Representatives 
Washington,  D.  C.   20515 

Dear  Sir: 

This  is  in  response  to  your  letter  of  September  20,  1977  addressed 
to  Mr.  Russell  L.  Weiss,  concerning  the  report  of  the  Comptroller  of  the 
Currency  entitled  "Inquiry  into  Certain  Matters  Relating  to  T.  Bertreun  Lance 
and  Various  Financial  Institutions". 

1]   The  account  of  National  Bank  of  Georgia  at  Bank  of  Commerce 
was  opened  on  January  18,  1972  with  $25,000.   It  remained  at 
that  level  until  it  was  drawn  down  to  zero  balance  on  July  8, 
1975.   On  July  20,  1975  it  was  brought  back  to  the  $25,000  level. 
On  June  22,  1977  the  balance  was  reduced  to  $5,000,  where  it 
remained  until  the  account  was  closed  on  October  18,  1977. 

2]   Other  than  the  transactions  recited  in  Question  1,  there  was 
3]   no  activity  in  the  account  and  no  analysis  was  necessary. 

4]   Bank  of  Commerce  has  no  written  policy  governing  the  operation 
of  correspondent  accounts. 

5]   The  records  of  Bank  of  Commerce  do  not  show  an  overdraft  of 
$6,000  in  October  1976,  nor  do  these  records  show  balances  in 
excess  of  $25,000  in  January  and  February  1977. 

Please  note  that  a  $5,000  reciprocal  balance  was  maintained  by  Bank  of 
Commerce  at  National  Bank  of  Georgia.   That  account,  and  the  one  in  question, 
were  closed  on  the  seune  day.   Also,  Bcink  of  Commerce  never  has  extended  credit 
to,  nor  has  it  ever  done  business  with,  T.  Bertrcim  Lcince. 

If  we  can  be  of  any  further  assistance,  please  contact  me,  in  the 
absence  of  Mr.  Weiss. 

Very  truly  yours. 


RRB/f 

[Whereupon,  at  5:40  p.m.,  the  subcommittee  recessed,  to  recon- 
vene at  10  a.m.,  Wednesday,  September  14,  1977.] 


THE  SAFE  BANKING  ACT  OF  1977 


WEDNESDAY,  SEPTEMBER  14,  1977 

House  of  Representatives, 
Subcommittee  on  Financial  Institutions 
Supervision,  Regulation  and  Insurance  of  the 
Committee  on  Banking,  Finance  and  Urban  Affairs, 

Washington,  D.C. 

The  subcommittee  met  at  10:05  a.m.  in  room  2128  of  the  Rayburn 
House  Office  Building,  Fernand  J.  St  Germain  (chairman  of  the 
subcommittee),  presiding. 

Present:  Representatives  St  Germain,  Annunzio,  Hanley,  La- 
Falce,  Allen,  Cavanaugh,  Mattox,  Rousselot,  Hyde,  Hansen,  and 
Leach. 

Chairman  St  Germain.  The  subcommittee  will  come  to  order. 

The  Bert  Lance  case,  for  the  first  time,  elevated  questions  about 
bank  correspondent  relationships  to  the  front  pages  and  prime 
time  television  news. 

As  the  gentlemen  before  us  today  well  know,  the  severe  problems 
associated  with  the  potential  for  misuse  of  a  bank's  funds  in  these 
relationships  are  not  new.  The  problems  have  been  with  us,  but  it 
has  been  impossible  to  get  public  attention  focused. 

Bert  Lance  has  taken  care  of  that. 

The  Comptroller  of  the  Currency,  in  his  four-volume  study  of  Mr. 
Lance's  banking  affairs,  has  discussed  a  number  of  correspondent 
relationships  of  the  Calhoun  National  Bank  and  the  National  Bank 
of  Georgia,  relationships  which  involved  loans  to  Mr.  Lance  and 
other  bank  officers. 

Our  study  of  this  material  has  indicated  that  there  have  been 
some  close  calls  at  home  plate.  In  each  instance,  the  umpire.  Comp- 
troller of  the  Currency  John  G.  Heimann,  has  called  Mr.  Lance 
"safe." 

Nonetheless,  I  think  these  relationships  deserve  more  study  by 
this  subcommittee.  This  morning  I  want  to  place  in  the  record 
copies  of  sworn  statements  taken  from  Mr.  Lance  and  officials  of 
the  Manufacturers  Hanover  Trust  Co.  in  connection  with  National 
Bank  of  Georgia's  correspondent  accounts. 

Without  objection,  they  will  be  placed  in  the  record  at  the  con- 
clusion of  this  day's  hearing. 

In  the  process  of  investigating  the  Lance  case,  the  Comptroller 
has  left  in  his  wake  some  murky  statements  regarding  correspon- 
dent accounts.  At  one  point,  he  suggested  the  pattern  of  "shifting 
bank  relationships  and  personal  borrowing  raises  unresolved  ques- 
tions as  to  what  constitutes  acceptable  banking  practice." 

(941) 
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To  be  quite  honest  with  you,  I  prefer  that  regulators  know  full 
well  what  is  "acceptable  banking  practice"  and  be  able  to  transmit 
that  to  the  banks  quickly  and  clearly. 

Mr.  Thompson  and  Mr.  Pickett  have,  in  my  opinion,  sought  very 
hard  to  resolve  these  questions  in  their  region.  Despite  frustrations 
with  referrals,  you  two  gentlemen  are  to  be  commended  for  the 
forthright  and  vigorous  manner  in  which  you  have  pursued  these 
correspondent  tie-ins  in  the  Southwest  and  for  the  leadership  that 
you  have  taken  within  FDIC  and  with  the  Justice  Department. 

Frankly,  I  think  the  country  would  have  been  well-served  if  you 
two  had  been  called  in  to  serve  as  special  consultants  on  the  Lance 
correspondent  problems. 

We  don't  often  praise  regulators  in  this  subcommittee,  but  I  am 
impressed  with  the  attitude  of  Mr.  Thompson  and  Mr.  Pickett  and 
with  the  operation  of  the  Dallas  FDIC  office. 

We  have  worked  very  closely  with  these  officials  for  more  than  a 
year  during  our  continuing  investigations  of  the  Texas  Rent-A- 
Bank  cases  and  we  have  come  to  know  them  well.  You  are  first- 
class  regulators  with  an  excellent  concept  of  where  the  public 
interest  lies  in  this  morass  of  Federal  bank  supervision.  I  think  it 
is  important  to  say  this  at  a  time  when  bank  regulation  is  being 
questioned,  and  rightfully  so,  in  many  quarters. 

We  also  have  with  us  this  morning,  James  A.  Davis,  regional 
director  of  the  Chicago  FDIC  region,  who  has  also  done  a  great  deal 
of  work  on  the  question  of  correspondent  relationships. 

[The  depositions  of  T.  Bertram  Lance,  dated  August  5,  1977; 
George  Balamut;  Robert  McKean,  Jr.;  Betsy  Jo  Viener;  Llewellyn 
Jenkins;  Robert  Brougham;  Thomas  Gerwin,  all  dated  August  8, 
1977;  and  James  Dickson,  dated  August  10,  1977,  may  be  found  at 
the  end  of  today's  hearing  on  page  1006.] 

Chairman  St  Germain.  Gentlemen,  we  want  to  welcome  you  to 
the  subcommittee  and  express  our  appreciation  for  your  coopera- 
tion in  assisting  us  in  this  area. 

The  Safe  Bank  Act  Amendments  of  1977  were  introduced  yester- 
day. They  addressed  the  problems  we  will  be  discussing  this  morn- 
ing and  other  problems  that  we  have  come  upon  in  our  delibera- 
tions and  our  investigations  over  the  years. 

I  note  that  my  colleague,  Mr.  Annunzio,  has  arrived,  and  per- 
haps you  would  want  to  express  a  special  welcome  to  your  fellow 
Chicagoan,  James  A.  Davis,  who  is  the  regional  director  of  the 
FDIC  there. 

Mr.  Annunzio.  Thank  you,  Mr.  Chairman. 

And  I  welcome  Mr.  Davis  to  the  subcommittee.  I  have  had  occa- 
sion to  speak  with  him  on  the  telephone,  and  I  am  sure  the 
contribution  that  he  will  make  this  morning  will  greatly  assist  the 
subcommittee  in  trying  to  reach  its  objectives.  I  am  delighted  you 
are  here,  and  it  is  good  to  see  you. 

Chairman  St  Germain.  And  of  course,  I  am  sure  that  my  col- 
league who  braved  the  rigors  of  the  tough  Texas  country  last 
December  with  me  would  like  to  have  a  few  words. 

Mr.  RoussELOT.  Well,  Mr.  Chairman,  I  don't  know  that  we 
braved  the  rigors.  We  were  just  fascinated  with  all  the  great  prac- 
tices we  learned  about  from  some  of  the  State  banks  in  Texas. 
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We  are  appreciative  of  you  gentlemen  being  here.  We  know  that 
all  of  you  are  involved  in  trying  to  make  sure  that  customers  of 
banks  are  adequately  protected,  and  we  appreciate  your  willingness 
to  testify  at  a  time  when  there  is  so  much  public  discussion  about 
banks  and  bank  examiners. 

So,  I  won't  filibuster,  Mr.  Chairman. 

Chairman  St  Germain.  Gentlemen,  I  note  that  you  have  an 
opening  statement,  and  would  ask  you  to  make  that  presentation 
at  this  time. 

STATEMENT  OF  QUINTON  THOMPSON,  REGIONAL  DIRECTOR, 
DALLAS  REGIONAL  OFFICE,  FEDERAL  DEPOSIT  INSURANCE 
CORPORATION;  ACCOMPANIED  BY  CHARLES  M.  PICKETT,  RE- 
GIONAL COUNSEL,  DALLAS  REGION;  AND  JAMES  A.  DAVIS, 
REGIONAL  DIRECTOR,  CHICAGO  REGION 

Mr.  Thompson.  Thank  you,  Mr.  Chairman,  for  those  most  kind 
remarks.  Mr.  Pickett  and  I  are  deeply  appreciative  of  your  interest 
in  sound  banking,  and  we  are  appreciative  of  the  comments  that 
you  have  made  toward  our  efforts  to  have  a  safe  and  sound  bank- 
ing system. 

My  name  is  Quinton  Thompson.  I  have  been  employed  by  the 
FDIC  for  over  23  years  and  have  been  the  regional  director  of  the 
Dallas  region,  which  encompasses  the  States  of  Texas,  Oklahoma, 
Colorado,  and  New  Mexico,  since  January  1969. 

Previously,  I  served  as  regional  director  of  the  Memphis  region, 
assistant  regional  director  of  the  Richmond  region  and  as  an  exam- 
iner and  an  assistant  examiner  in  the  Atlanta  region. 

Accompan5dng  me  is  Charles  M.  Pickett,  the  regional  counsel  of 
the  Dallas  region.  He  has  been  with  FDIC  approximately  9  years,  3 
of  which  were  served  in  the  Washington  office,  with  the  balance  in 
the  Dallas  region. 

James  A.  Davis,  my  other  associate,  is  regional  director  of  the 
Chicago  region.  He  has  been  with  the  Corporation  approximately 
19  years.  He  has  served  in  the  Minneapolis,  Richmond,  and  Chica- 
go regions,  serving  as  assistant  regional  director  and  regional  direc- 
tor of  the  Richmond  region  and  as  regional  director  of  the  Chicago 
region  since  January  1974. 

It  is  my  understanding  that  the  Chairman  of  the  Board  of  the 
FDIC,  Hon.  George  A.  LeMaistre,  will  testify  before  this  subcom- 
mittee on  various  issues  including  those  which  we  have  been  asked 
to  comment  on.  He  will  be  able  to  more  fully  explain  the  position 
of  the  Corporation  with  respect  to  these  issues. 

At  the  present  time,  in  response  to  inquiries  from  committees  of 
both  Houses  of  Congress,  this  Corporation  and  the  other  bank 
regulatory  agencies  are  conducting  a  survey  designed  to  gather 
empirical  evidence  relating  to  interbank  relationships,  including 
correspondent  accounts,  loans,  and  overdrafts  to  insiders  and  bank 
customers. 

The  subcommittee  has  asked  that  we  comment  on  corresondent 
banking,  compensating  balances,  overdrafts,  and  credit  life  insur- 
ance. I  would  like  to  briefly  outline  the  correspondent  banking 
system  and  how  it  works. 

The  necessity  for  this  system  stems  from  the  fact  that  there  are 
approximately  9,000  banks  in  the  United  States  which  are  non- 
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members  of  the  Federal  Reserve  System  and,  therefore,  do  not 
have  direct  access  to  the  payments  mechanism. 

Also,  most  State  laws  require  certain  amounts  of  reserve  to  be  in 
cash  or  due  from  banks.  Thus,  the  nonmember  banks  keep  their 
reserves  in  the  larger  member  banks  in  interest-free  checking  ac- 
counts. 

In  exchange  for  these  reserves,  the  larger  bank  provides  services 
such  as:  check  clearing,  data  processing,  safekeeping,  purchase  and 
sales  of  securities,  purchase  and  sale  of  excess  funds  commonly 
called  Federal  funds,  purchase  and  sales  of  loan  participations, 
audit  services,  purchase  and  sales  of  certificates  of  deposits,  short- 
term  unsecured  loans,  longer  term  secured  loans;  and  advisory 
services,  such  as  loan,  investment,  audit,  trust,  and  data  process- 
ing. 

Depending  upon  the  balance,  some  of  the  above  may  be  per- 
formed on  a  fee  basis.  Actually,  if  the  statutes  permitted,  the  whole 
system  could  be  revised  whereby  the  larger  bank  charged  fees  for 
all  of  the  services  and  paid  interest  on  the  deposit. 

Technically,  the  Federal  Reserve  provides  many  of  the  services 
for  the  member  banks;  however,  not  all  of  those  listed.  So,  there- 
fore, member  banks  also  use  larger  banks  as  correspondents  and 
have  to  keep  excess  reserves  to  obtain  such  services. 

There  is  apparently  no  record  of  when  the  practice  of  using  bank 
funds  to  compensate  personal  borrowings  actually  began.  It  may 
have  been,  in  some  form,  utilized  since  our  banking  system  evolved 
in  its  present  state. 

It  is  known,  however,  that  after  World  War  II  many  of  the  major 
banks  in  the  Southwest  decided  that  because  of  branching  restric- 
tions, this  could  be  one  method  by  which  they  would  participate  in 
the  expansion  of  banking  to  the  suburbs  and  surrounding  areas. 

In  other  words,  they  would  lend  the  full  purcheise  price  of  the 
stock  of  new  banks,  at  a  relatively  modest  interest  rate,  in  ex- 
change for  the  correspondent  account. 

It  is  obvious  that  the  practice  spread  to  existing  banks  and 
helped  create  the  climate  whereby  banks  frequently  were  bought 
and  sold  very  quickly  with  the  purchaser  only  signing  a  note  and 
not  putting  up  any  cash. 

The  supervisory  authorities  did  not  seem  to  note  certain  unfavor- 
able aspects  of  this  activity  until  Congress  passed  the  change  of 
control  law  in  1964.  At  that  time,  we  begin  finding  out  about  the 
purchases,  prices  paid,  loans  obtained,  interest  rates,  and  so  forth. 

About  1968,  the  three  Federal  agencies  devised  a  system  where- 
by, during  examinations,  data  were  obtained  on  loans  to  officers 
and  directors  of  other  banks  and  loans  based  on  stock  of  other 
banks.  It  was  then  forwarded  to  the  appropriate  agency  for  review 
and  action  if  deemed  appropriate. 

At  that  time,  I  was  the  regional  director  in  our  Memphis  region 
and  noted  that  the  loans  on  stock  made  by  major  Southwestern 
banks  seemed  to  bear  an  unreasonably  low-interest  rate.  I  was 
transferred  to  the  Dallas  region  in  January  1969  and  after  about  1 
year  of  reviewing  and  analyzing  the  situation,  I  found  these  loans 
were  generally  accompanied  by  excessive  balances  maintained  at 
the  lending  bank  by  the  bank  whose  stock  was  being  pledged. 
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A  determination  was  then  made  that  this  practice  was  having  a 
seriously  adverse  effect  on  many  of  the  banks  under  my  supervi- 
sion, and  the  decision  was  made  to  attempt  to  obtain  corrective 
action, 

I  originally  instructed  my  examiners  to  obtain  full  information 
in  each  bank  and  criticize  management  on  the  practice  accordingly 
with  the  idea  of  achieving  corrections. 

Not  long  after,  however,  the  Justice  Department  decided  that  the 
practice  might  constitute  a  violation  of  the  criminal  law;  thus,  in 
accordance  with  instructions  dating  back  to  1957,  this  criticism  had 
to  be  removed  from  the  reports  of  examination  and  placed  in  letter 
form  to  the  appropriate  U.S.  attorney  for  him  to  make  a  determi- 
nation as  to  whether  or  not  the  law  had  been  or  was  being  violated. 

Several  hundred  such  reports  were  filed  in  a  3-year  period,  with 
there  being  one  prosecution  and  conviction  involving  nonmember 
banks. 

Notwithstanding  the  lack  of  prosecutions,  the  practice  has  been 
largely  eliminated  in  the  Southwest  due  to  supervisory  efforts. 
Other  factors  which  have  tended  to  minimize  abuse  in  this  area 
include:  FBI  investigations,  holding  company  movement,  depressed 
bank  earnings,  and  the  one  conviction. 

Moreover,  I  believe  that  the  strong  public  stand  which  I  have 
taken  at  bankers'  meetings,  banking  schools,  and  in  other  forums 
has  had  its  impact. 

Some  of  the  actions  that  I  took  personally  to  eliminate  this 
practice  were:  instructions  to  examiners,  meetings  with  bankers, 
meetings  and  discussions  with  U.S.  attorneys,  meetings  and  discus- 
sions with  FBI  agents,  filing  of  U.S.  attorney  letters;  and  speaking 
engagements  at  banking  schools,  conventions,  seminars,  director 
assemblies,  and  discussions  with  other  bank  supervisors. 

With  respect  to  overdrafts,  I  have  not  found  this  to  be  a  signifi- 
cant supervisory  problem,  probably  because  of  the  vigorous  action 
taken  when  abuse  of  this  sort  is  found. 

We  are  currently  in  the  process  of  doing  a  survey  of  this  practice. 
However,  I  believe  the  results  will  justify  the  statement  that  I  have 
just  made.  In  the  event  that  we  do  find  abuses  in  this  area,  our 
examiners  are  instructed  to  treat  the  situation  as  a  supervisory 
problem  and  attempt  to  achieve  correction  during  the  examination. 

This  includes  payment  of  the  overdraft,  pa3rment  of  the  interest 
for  the  period  of  time  for  which  the  funds  had  been  borrowed,  and 
notification  to  the  board  of  directors  of  the  bank  of  the  practice. 
The  examiner  will  make  clear  that  such  abuse  is  not  to  be  repeat- 
ed. 

When  correction  is  not  achieved  during  the  examination,  strin- 
gent supervisory  measures  are  pursued.  In  the  past,  we  have 
achieved  a  high  degree  of  success  through  such  efforts. 

The  matter  of  credit  life  insurance  has  been  under  discussion  in 
the  banking  industry  for  a  significant  period  of  time.  At  the  pre- 
sent, the  official  Corporation  policy  regarding  the  distribution  of 
the  income  from  credit  life  insurance  is  that  on  an  annual  basis  a 
report  should  be  made  to  the  shareholders  and  the  directors  indi- 
cating the  income  received  and  the  recipients  of  the  income,  with 
approval  of  both  bodies  required. 
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Further,  the  recipients  of  the  income  are  expected  to  compensate 
the  bank  for  the  utilization  of  bank  equipment,  personnel,  and  so 
forth,  in  the  operation  of  such  an  agency. 

We  also  require  that  the  bonding  companies  be  notified  of  the 
^ale  of  credit  life  insurance  on  the  bank's  premises  and  assurances 
obtained  that  such  activity  does  not  jeopardize  the  coverage. 
•  It  is  my  understanding  that  the  question  of  the  distribution  of 
the  proceeds  from  the  sale  of  credit  life  is  under  consideration  by 
our  board  of  directors. 

I  believe  that  this  covers  basically  the  four  areas  that  we  have 
been  asked  to  comment  upon,  and  we  are  now  available  to  answer 
any  questions  that  you,  Mr.  Chairman,  or  subcommittee  members 
may  have  in  this  regard. 

Chairman  St  Germain.  Thank  you,  Mr.  Thompson. 

Gentlemen,  in  the  Texas  cases,  I  recall  that  the  national  and 
State  banks'  affairs  became  intimately  intertwined.  In  many  cases, 
it  was  the  national  banks  who  were  fueling  takeovers  of  smaller 
banks  and  pushing  questionable  participations  onto  State-chartered 
institutions. 

We  really  felt  it  was  difficult  for  either  your  office  or  the  State 
commissioner  to  carry  out  proper  and  full  investigations  without 
access  to  the  records  of  the  national  banks  involved.  And  you 
recall,  we  did  have  a  discussion  of  this  when  we  were  down  in 
Texas  as  to  how  much  cooperation  was  prevalent  among  the  differ- 
ent regulators  participating  in  some  of  the  cases  down  there. 

Now,  how  much  of  a  problem  is  this  for  you  in  actuality,  and  do 
you  feel  that  anything  should  be  done  to  eissure  that  the  FDIC, 
which  is  the  prime  insurer,  whether  it  be  a  national  or  State  bank, 
has  the  full  rights  at  all  time  to  protect  this  insurance  fund 
through  visitations  of  national  banks  as  well  if  such  visitation  is 
deemed  necessary? 

Mr.  Thompson.  Well,  Mr.  Chairman,  we  have  noted  a  great  deal 
of  improvement  in  this  regard  in  the  last  year  or  so,  and  I  do  not 
know  the  attitude  of  the  present  officials. 

However,  at  the  present  time,  we  seem  to  be  receiving  data  in 
the  vast  majority  of  cases  that  we  need. 

Chairman  St  Germain.  Now,  this  has  come  about  as  a  result  of  a 
relationship  that  you  have  with  your  counterparts  in  the  region 
that  you  administer;  correct? 

Mr.  Thompson.  Yes,  sir. 

Chairman  St  Germain.  But  does  this  also  involve  cooperation  as 
a  result  of  instructions  from  their  superiors?  In  other  words,  let  us 
take  the  case  of  the  Comptroller's  Office.  Do  you  know  whether  or 
not  the  Comptroller's  Office  in  Washington  has  issued  instructions 
to  the  effect  that  there  should  be  this  cooperation?  I  ask  that 
question  because,  in  other  areas  of  the  country,  in  other  regions, 
we  have  come  upon  cases  where  the  cooperation  and  the  exchange 
of  information  just  did  not  exist. 

Mr.  Thompson.  I  am  really  not  aware  of  the  instructions  issued 
by  the  Comptroller's  Office. 

Chairman  St  Germain.  So,  it  is  more  than  likely  a  spirit  of 
cooperation  that  has  developed  in  your  region  as  a  result  of  a 
relationship  that  you  have  developed? 

Mr.  Thompson.  This  is  to  what  we  attribute  it. 
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Chairman  St  Germain.  Mr.  Pickett,  we  have  questions  in  our 
minds — the  subcommittee  does — as  to  the  procedures  that  are  fol- 
lowed in  referring  cases  in  the  Comptroller's  report  on  the  Lance 
case.  And  from  information  that  developed  during  the  hearings  on 
that  report,  there  are  questions  in  our  mind,  as  I  say,  about  the 
procedure  used  by  the  regulatory  agencies  in  referring  possible 
violations  of  criminal  law. 

Could  you  provide  us  with  your  understanding  of  the  procedures 
that  should  be  followed,  the  procedures  that  are  followed  by  your 
FDIC  region  when  it  comes  to  referrals,  actually,  how  you  go  about 
it? 

Mr.  Pickett.  Yes,  sir.  When  our  examiners  go  into  a  bank,  they 
go  through  the  bank's  minutes,  of  course,  and  since  they  have  been 
instructed  and  are  aware  that  there  was  sort  of  a  crusade — at  least, 
in  the  Dallas  region — as  to  the  use  of  the  bank's  correspondent 
account  as  a  compensating  balance  for  personal  loans  to  bank 
officers  and  control  groups,  one  of  the  first  things  they  do  is  go 
through  the  bank  minutes  and  find  out  where  the  bank's  corre- 
spondent account  is  and  whether  there  appears  to  be  an  excess 
correspondent  account  placed  in  the  bank  where  the  bank  officer 
or  the  control  group  has  their  own  personal  loans. 

We  have  very  strong  feelings  on  that.  The  examiners  know  it.  If 
they  find  what  they  consider  to  be  this  practice,  and  if  they  find 
the  elements  that,  in  their  opinion,  there  is  an  excess  amount  of 
money  for  some  unexplainable  reeison  over  in  the  correspondent 
account  that  is  not  being  used  and  has  not  historically  been  used 
for  check-clearing  purposes  or  the  other  services  that  their  corre- 
spondent bank  makes,  they  know  we  want  an  explanation  of  that. 

The  examiner  checks  with  the  bank  officials.  If  they  are  not 
satisfied  with  the  explanation,  they  write  up  what  we  call  an 
irregularity  report,  sometimes  referred  to  as  a  criminal  report. 
However,  it  is  not,  at  that  point.  It  is  an  irregularity  report. 

The  examiner  sets  forth  in  that  report  what  they  have  found, 
that  in  X  bank  they  have  found  that  there  is  what  appears  to  be  an 
unduly  large  correspondent  account  placed  at  the  other  bank,  that 
they  have  found  that  this  correspondent  account  was  changed  from 
one  bank  to  another  when  the  correspondent  bank  made  loans  to 
the  bank  officers  in  order  to  get  control  of  this  particular  bank. 

When  I  first  went  to  Dallas  in  1972, 1  was  overwhelmed — there  is 
one  other  element,  and  that  has  to  do  with  the  interest  rate  that  is 
being  charged  by  the  correspondent  bank  to  the  individual  or  the 
control  groups.  If  it  is  a  low  rate  of  interest  and  we  see  no  reason 
for  that,  we  want  an  explanation. 

If  those  three  elements  are  found,  a  large  correspondent  account, 
a  change  in  the  correspondent  account  from  one  bank  to  another  at 
the  same  time  the  control  group  is  getting  loans  to  buy  the  bank  at 
a  low-interest  rate,  we  are  on  the  alert.  We  take  that  letter,  put  all 
of  the  elements  together,  explain  them  as  best  we  can,  and  this 
letter  used  to  be  sent  by  our  office  to  Washington  with  a  recom- 
mendation that  it  be  referred  to  the  appropriate  U.S.  Attorney,  for 
action  under  section  18,  United  States  Code,  section  656. 

Cheiirman  St  Germain.  What  you  are  sajdng  is  if  the  FDIC, 
under  the  practice  you  had,  here  in  Washington  determines  that  it 
should  be  referred,  you  say  it  is  referred  to  the  appropriate  U.S. 
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attorney,  meaning  the  U.S.  attorney  for  the  bank  or  for  the  region 
in  which  the  bank  is  located? 

Mr.  Pickett.  That  is  correct,  sir. 

Chairman  St  Germain.  That  is  the  local  U.S.  attorney? 

Mr.  Pickett.  Yes.  I  doubt  that  Justice  ever  sees  the  referrals,  but 
they  go  directly  to  the  U.S.  attorney  that  is  involved  in  the  particu- 
lar region  where  the  bank  is  located. 

Chairman  St  Germain.  What  you  are  saying  is  that  it  would  be 
highly  unusual  and  as  a  matter  of  fact,  under  FDIC  practices,  they 
don't  go  to  the  Justice  Department  here  in  Washington;  they  go  to 
the  U.S.  attorneys  locally? 

Mr.  Pickett.  That  is  correct,  sir.  And  in  our  region  I  think  we 
have  probably  8  or  10  different  U.S.  attorneys  who  are  involved, 
that  many  different  regions.  Once  the  irregularity  report  has  been 
sent  to  the  U.S.  attorney  involved,  then  it  is  up  to  them  to  make  a 
decision  whether  we  have  established  a  prima  facie  case  of  misap- 
plication of  bank  funds  by  the  bank  officers  or  control  groups  by 
use  of  the  correspondent  account  which  belongs  to  the  bank  to  get 
a  personal  gain  for  the  officers  and  directors  who  are  bujdng  the 
stock.  During  the  early  years — I  have  very  strong  feelings  about 
this  matter  because  for  20  years  before  I  came  with  the  Corpora- 
tion, I  was  a  prosecuting  attorney.  I  have  been  a  city  attorney, 
county  attorney,  district  attorney,  and  Assistant  Attorney  General, 
so  I  have  prosecuted  many  cases,  white-collar-crime  tjrpe  cases. 

After  I  went  to  Dallas  I  spent  some  time  with  Mr.  Thompson,  in 
fact,  before  I  went  to  Dallas,  because  I  could  see  this  problem 
cropping  up.  And  the  reason  I  could  see  this  problem  coming  up, 
and  it  was  of  concern  to  me,  was  for  this  reason  that  I  did  have  the 
criminal  prosecution  background.  But,  more  importantly,  while  I 
was  in  Washington  I  went  out  as  attorney  in  charge  or  was  inti- 
mately involved  with  over  20  bank  closings,  and  these  bank  clos- 
ings, when  you  get  to  those  situations,  they  are  traumatic  experi- 
ences. They  are  not  only  traumatic  for  the  directors  and  officers 
involved  when  the  bank  is  closed  and  for  the  depositors  who  line 
up  and  want  their  money;  they  are  traumatic  for  the  regulators 
because  they  say,  in  effect,  sometimes — and  it  could  be  inferred — 
that  when  a  bank  closes  someone  hasn't  done  something  they 
should  have  done  in  order  to  save  the  bank.  I  am  not  sure  that  is 
always  true,  but  the  implication  is  there,  and  I  think  we  should 
acknowledge  it. 

On  many  of  these  bank  closings  that  I  have  been  on — I  have 
been  on  a  total,  I  think,  of  34 — 14  since  I  have  been  with  the  Dallas 
region — in  most  of  these,  or  in  many  of  these  bank  closings  you 
could  trace  the  closing  of  the  bank  and  the  bankruptcy  and  insol- 
vency of  this  institution  back  in  many  cases  to  people  who  had 
obtained  100-percent  loans  from  another  bank  by  placing  the  corre- 
spondent account  and  had  to  put  up  nothing  in  order  to  buy  control 
of  this  bank. 

Well,  people  of  very  moderate  means  could,  under  those  circum- 
stances, go  to  a  bank  and  say,  "I  will  pledge  this  correspondent 
account  with  you  if  you  will  loan  me  100  percent  on  the  money 
that  I  need  to  buy  control  of  this  bank  and  make  a  very  low- 
interest  rate" — people  of  modest  means. 
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We  had  a  situation,  I  recall,  once  where  the  man  went  out — he 
had  assets  of  probably  $300,000.  He  borrows  $1  million  from  the 
bank  where  he  places  a  correspondent  account.  He  borrows  $1 
million.  But  somewhere  down  the  line  he  has  to  service  this  million 
dollars  that  he  has  borrowed.  Even  though  he  has  got  it  at  2-  and 
3-  and  4-percent  interest  rate,  he  has  to  have  the  cash  flow  in  order 
to  service  that  loan.  If  he  has  no  other  means,  then  that  cash  flow 
money  must  come  out  of  the  bank  in  directors'  fees,  in  manage- 
ment fees  to  himself,  his  own  companies — sorry,  loans  that  he 
makes  to  his  friends  for  investment  purposes — and  the  first  thing 
you  know  you  have  a  banker  who  had  no  business  borrowing  the 
million  dollars  in  the  first  place.  He  got  100  percent  on  it.  He  is 
shooting  craps  with  the  depositors'  money.  So  he  makes  bad  loans 
to  himself,  and  all  of  a  sudden  the  bank  is  insolvent. 

Chairman  St  Germain.  Or  he  can  go  to  another  bank  in  which 
he  is  maintaining  another  correspondent  balance  and  borrow 
moneys  there  to  service  that  million  dollars. 

Mr.  Pickett.  That  is  especially  true.  And  we  found  that  back  in 
the  early  days,  that  if  the  bank  who  had  already  made  him  the 
loan  started  to  get  nervous  and  saw  what  he  was  doing  with  that 
bank — these  loans  are  made  usually  on  a  10-year  basis,  and  the 
usual  loan  is  that  you  pay  interest  only  on  your  loan  for  the  first  3 
to  5  years.  But  they  are  made  on  a  demand  note  for  $1  million.  If 
the  bank  where  he  has  his  correspondent  account  and  where  he 
has  his  loan  finds  from  their  observation  that  this  bank  is  becom- 
ing insolvent,  they  immediately  call  his  loan.  What  he  can  do  is 
probably  go  to  another  bank,  an  unsuspecting  bank  that  does  not 
know  the  condition  of  his  bank,  borrow  the  money  and  a  little 
more  to  cover  the  interest  that  he  owes  the  bank  now  that  he 
hasn't  been  able  to  service,  and  the  thing  starts  again. 

So  at  the  time  when  the  bank  is  finally  declared  to  be  insolvent, 
well,  at  that  point  there  is  very  little  that  can  be  done  except  to 
have  a  massive  injection  of  new  capital,  new  ownership,  whatever. 

Mr.  RoussELOT.  Would  the  chairman  yield  just  briefly? 

I  just  wanted  to  be  sure  I  understood.  Did  you  say  that  the 
normal  loan  of  that  type  is  10  years? 

Mr.  Thompson.  Could  I  answer  that  one? 

It  is  normally — and  I  think  maybe  Mr.  Pickett  misplaced  his 
figures — it  is  normally  12-year  loan  and  interest  only  for  the  first  2 
years  and  then  amortized  out  over  the  succeeding  10  years. 

Mr.  RoussELOT.  It  is  normally  12  years  and  interest  only  the  first 
2  years? 

Mr.  Thompson.  Yes.  And  then  the  rest  amortized  out  over  a  10- 
year  period  of  time. 

Mr.  RoussELOT.  Thank  you. 

Chairman  St  Germain.  Mr.  Pickett  and  Mr.  Thompson  and  Mr. 
Davis,  do  you  consider  circumstances  that  clearly  show  an  exhorbi- 
tant  increase  in  a  correspondent  account  with  a  simultaneous 
granting  of  personal  loans  to  be  at  least  an  element  of  a  prima 
facie  case  involving  the  possibility  of  misapplication  of  bank  funds 
or  misuse  of  bank  funds? 

In  other  words  is  this  one  of  the  prime  elements  that  you  look 
for,  and  your  examiners  look  for,  in  this  area? 
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Mr.  Thompson.  If  there  is  no  justification  for  the  maintenance  of 
such  large  balances  and  a  simultaneous  loan  at  preferential  rates, 
yes,  it  would  be  my  opinion  in  those  cases  that  there  has  probably 
been  a  misapplication  of  bank  funds,  and  it  would  be  subject  to  a 
referral  to  the  U.S.  attorney  under  the  present  instructions. 

Chairman  St  Germain.  Mr.  Davis? 

Mr.  Davis.  I  agree  with  Mr.  Thompson.  I  would  think  that  all  of 
the  elements  that  we  would  need  to  look  at  are  there. 

Chairman  St  Germain.  Now,  if  your  examiner  looks  at  this 
particular  loan  and  finds  that  a  loan  is  made  to  an  officer  of  the 
bank  that  is  maintaining  a  correspondent  balance  with  this  corre- 
spondent bank  with  no  collateral,  and  the  rate  being  the  prime 
rate,  is  that  or  is  that  not  an  indication  of  a — of  preferential 
treatment — no  collateral,  prime  rate? 

Mr.  Thompson.  Sir,  it  could  depend  upon  his  financial  circum- 
stances. For  example,  that  bank  officer  could  be  worth  several 
million  dollars  and  would  justify  the  prime  rate.  If  conditions  like 
this  are  not  present,  then  you  very  possibly  have  a  preferential 
treatment. 

Chairman  St  Germain.  Well,  let  us  say  the  bank  officer  involved 
owes  several  million  dollars  to  other  banks. 

Mr.  Thompson.  Well,  I  would  analyze  his  situation  and  deter- 
mine whether  or  not  he  was  actually  worth  any  amount  of  money, 
despite  the  amount  that  is  shown  on  his  statement. 

Chairman  St  Germain.  Now,  on  the  question  of  loans  to  officers 
and  directors  and  their  families  by  banks  in  which  correspondent 
relationships  are  maintained,  I  would  like  to  pose  this  question  to 
you.  The  normal  individual  needs  money  for  business  purposes — to 
pay  off  some  obligations,  to  consolidate  loans,  or  what  have  you. 
The  normal  John  Q.  Citizen  goes  to  a  bank  and  he  presents  his 
case  to  the  lending  officer.  Now,  I  am  told  a  few  days  ago  by  some 
individuals  that,  well,  after  all,  why  shouldn't  they  go,  these  bank 
officers  and  directors,  to  a  bank  where  they  know  someone?  And 
my  analysis  is  that  in  view  of  the  fact  that  there  is  a  danger  that 
these  correspondent  balances  be  used  as  a  means  of  obtaining  loans 
for  bank  officers  and  directors,  why  should  they,  because  they  are 
bank  officers  or  directors  of  banks  and  members  of  their  families, 
receive  this  preferential  treatment?  Why  should  they  not  be  re- 
quired to  go  to  a  bank  other  than  a  bank  with  which  they  have  a 
correspondent  relationship,  thereby  precluding  in  any  way,  shape, 
or  manner  the  possibility  of  misuse  of  the  bank  funds? 

Mr.  Thompson.  Mr.  Chairman,  I  have  long  held  and  believed 
that  the  fact  that  a  person  is  an  officer  or  director  of  a  bank  or 
controlling  owner,  that  he  should  not  receive  preferential  treat- 
ment. This  has  been  my  public  position  for  many  years. 

Chairman  St  Germain.  Well,  therefore,  would  you  agree  that 
you  would  not  be  hurting,  or  you  would  not  be  discriminating  if 
you  were  to  say  to  those  bank  officers  and  directors,  you  shall  no 
longer  go  to  banks  with  which  you  have  correspondent  balances  to 
obtain  your  loans,  but  you  go  to  other  banks  just  like  any  other 
citizen  of  this  country  has  to  do,  off  the  street  and  present  your 
case?  Would  that  be  discriminatory  against  them? 

Mr.  LaFalce.  Mr.  Chairman,  I  would  object  to  the  framing  of  the 
question,  really,  I  think  that  the  question  would  prejudice  the 


951 

answer.  It  is  as  if  there  automatically  is  preferential  treatment 
given. 

Chairman  St  Germain.  I  think  I  stated  that  it  would  preclude 
the  possibility  of  preferential  treatment. 

Mr.  LaFalce.  Yes,  I  know,  but  I  think  the  whole  tone  of  your 
question  is  prejudicing  the  question. 

Chairman  St  Germain.  Well,  the  gentleman  can  ask  a  question 
himself  when  his  turn  comes.  This  is  my  last  question. 

Mr.  Pickett.  I  don't  think  we  have  enough  facts  on  that  particu- 
lar question  to  be  able  to  answer  it  in  such  a  manner  that  it  would 
make  any  sense.  We  have  felt  that  there  is  no  reason  why  a  banker 
should  go  to  another  bank  and  get  preferential  loans  under  any 
circumstances,  and  especially  with  a  bank  in  which  his  bank  has  a 
correspondent  account.  We  feel  that  these  do  create  situations 
where  you  are  approaching  if  you  are  not  going  over  the  border  as 
to  what  you  should  do.  Bankers  have  fiduciary  relationships  to 
their  stockholders  and  especially  to  their  depositors,  and  if  they, 
because  of  the  correspondent  account,  are  getting  preferential 
treatment  in  any  bank,  I  see  no  justification  for  it. 

Chairman  St  Germain.  Let  me  try  that  question  one  more  time 
in  a  different  manner.  I  am  not  an  officer  or  director  of  a  bank,  so 
if  I  need  a  loan,  I  go  to  whatever  bank  is  in  the  area,  or  the  banks 
in  the  area,  and  attempt  to  obtain  that  loan.  An  officer  or  director 
of  a  bank  will  usually  go,  or  oftentimes  go  to  the  bank  with  which 
his  bank  or  her  bank  has  a  correspondent  relationship. 

Now,  my  question  is  this:  If  the  Congress  were  to  state  that  no 
longer  can  the  officer  or  director  of  a  bank  borrow  from  a  bank 
with  which  his  bank  or  her  bank  has  a  correspondent  relationship, 
would  that  be  discriminating  against  those  officers  and  directors  of 
banks,  or  would  it  not  be  placing  them  in  the  same  position  that 
any  other  borrower  is  in? 

Mr.  Pickett.  Sir,  I  think  that  would  depend  on  what  the  borrow- 
ing was  for.  I  think  we  should  face  up  to  this  fact:  That  banks  are 
the  only  lending  institutions  I  know  of  that  will  make  loans  on 
bank  stock.  So  if  you  are  going  to  make  an  absolute  prohibition  of 
any  loan  to  a  bank  from  a  correspondent  bank  under  any  circum- 
stances, you  may  or  may  not  be  cutting  off  areas  where  people  who 
want  to  get  into  the  banking  business  and  who  are  in  the  banking 
business  and  who  want  to  get  more  stock  in  a  bank — you  may  be 
cutting  off  a  whole  area  there.  I  don't  know  who  bankers  would 
turn  to  to  get  bank  stock  loans  if  they  don't  turn  to  other  banks. 

Chairman  St  Germain.  Well,  I  am  suggesting  that  they  go  to 
another  bank  but  not  the  bank  with  which  they  have  a  correspon- 
dent relationship;  that  is  the  question. 

Mr.  Pickett.  Well,  I  can  see  cries  of  distress  rising  from  the 
industry,  but  I  surely  would  not  take  exception  to  something  like 
that. 

Chairman  St  Germain,  You  would  or  would  not  take  exception? 

Mr.  Pickett.  I  would  not  take  exception. 

Chairman  St  Germain.  Now  you  have  answered  my  question. 

Mr.  Pickett.  I  am  sorry  I  went  the  long  way  around. 

Chairman  St  Germain.  Thank  you  kindly. 

Mr.  Annunzio? 

Mr.  Annunzio.  This  question  is  directed  to  anyone  on  the  panel. 
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Monday,  Dr.  Burns  made  a  speech  in  Kentucky.  He  said  it  would 
be  a  mistake  to  enact  hasty  legislation  in  response  to  the  current 
concern  about  banking  practices. 

He  went  on  to  say — "My  hope  is  that  a  sense  of  calm  delibera- 
tion and  balance  would  be  maintained." 

And  he  said  that  even  though  the  industry  was  not  free  of 
problems,  "it  is  my  judgment  that  generally  high  standards  of 
behavior  prevail  in  banking." 

Mr.  Davis,  what  do  you  think  of  that  statement  on  the  part  of 
Dr.  Burns? 

Mr.  Davis.  I  agree  with  that  statement,  Mr.  Congressman. 

Mr.  Annunzio.  As  you  know,  in  Chicago  we  have  had  our  share 
of  problem  bankers.  I  am  not  here  to  mention  the  names  of  any 
banks  this  morning.  And  I  say  that,  Mr.  Rousselot,  in  all  fairness 
to  the  banks  themselves,  because  there  is  nothing  wrong  with  any 
of  these  banks. 

Like  every  region,  as  you  know — Mr.  Pickett  used  the  example  of 
these  regional  district  attorneys.  You  know,  our  district  attorney 
has  been  very  busy  in  Chicago,  and  we  have  had  our  share  of 
bankers — I  think  we  have  had  more  bankers  in  jail  today  than  any 
time  in  the  history  of  the  banking  industry.  They  have  been  in  jail 
and  they  have  been  out  of  jail.  Some  are  on  probation,  they  have 
served  their  term  and  they  have  paid  their  penalty  to  society. 

My  question  is,  when  your  office  went  in — and  you  know,  you 
have  been  there  since  1974,  and  you  have  a  remarkable  reputation, 
because  I  sit  on  this  Banking  Committee,  and  as  I  stated  in  my 
opening  statement,  this  is  the  first  time  we  have  met,  and  I  have 
talked  to  you  on  the  telephone  twice  while  all  of  these  activities 
have  been  going  on. 

Now,  you  run  into  these  problem  situations  in  Chicago — and  I 
want  to  get  away  from  the  idea  of  one  situation  that  has  hit  the 
headlines,  because  it  is  my  own  feeling  that  if  this  particular 
individual  stayed  in  the  private  sector  and  never  entered  the  public 
sector,  that  this  situation  would  have  probably  never  been  men- 
tioned. 

What  I  am  getting  at  is  this.  The  situation  with  Mr.  Lance,  had 
he  remained  in  the  private  sector,  would  not  have  been  known,  and 
this  subcommittee  might  not  be  holding  these  hearings.  Now,  how 
prevalent  are  these  situations,  or  when  you  went  in  to  make  your 
investigation  in  the  Chicago  banks  where  we  have  had  at  least  20 
to  25  bankers  sent  to  jail  around  the  Chicago  area,  how  did  you 
handle  these  situations? 

Mr.  Davis.  Well,  let  me  answer  perhaps  what  was  another  ques- 
tion in  this  regard,  and  that  is,  the  situation  is  not  prevalent  in  my 
region  with  regards  to  these  kinds  of  activities.  A  number  of  the 
situations  which  I  am  sure  you  are  referring  to  involving  bankers 
from  the  Chicago  area,  those  situations 

Mr.  Annunzio.  These  are  the  smaller,  outlying  banks. 

Mr.  Davis.  Right.  In  the  metropolitan  area  out  there  those  activi- 
ties did  not  go  undetected  by  the  supervisory  authorities. 

Mr.  Annunzio.  I  am  sure  of  that  because  you  kept  the  district 
attorney  busy. 

Mr.  Davis.  And  I  think  that  maybe  there  is  something  that 
perhaps  is  not  known,  that  from  the  time  these  activities  were 
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detected  and  the  actual  trial  or  hearings  or  whatever  entailed  were 
followed,  there  was  a  lapse  of  a  significant  amount  of  time.  This 
does  not  mean,  of  course,  that  those  things  went  on  for  a  long 
period  of  time  before  the  supervisory  authorities  detected  them  and 
properly  reported  them  to  the  U.S.  attorney's  office.  But  these 
things,  they  can  happen  very  quickly,  these  irregular  transactions. 
And  under  normal  surveillance  in  a  particular  institution  there  is 
a  time  span  between  examinations,  and  a  transaction  just  takes 
kind  of  a  stroke  of  the  pen.  They  did  involve — not  the  issue,  I 
guess,  we  are  talking  about  right  here,  the  correspondent  account 
relationship — they  did  involve  interbank  relationships  where  there 
were  affiliations  existing  in  either  management  or  ownership. 

Mr.  Annunzio.  They  involved  as  I  recall,  bad  loans  and  kick- 
backs. 

Mr.  Davis.  Yes,  sir;  between  banks  in  which  there  were  relation- 
ships, either  friends  or  fellow  bankers  or  affiliated  management  or 
ownership. 

Mr.  Annunzio.  The  point  I  wanted  to  make  for  the  record  is  that 
in  the  Chicago  region  the  FDIC  has  been  on  the  job  and  has  been 
doing  a  good  job  in  catching  these  situations. 

Mr.  Davis.  In  none  of  those  situations  where  these  activities 
occurred,  none  of  those  banks  have  gotten  themselves  into  extreme 
difficulty  or  near  insolvency.  I  think  that  probably  speaks  to  your 
question. 

Mr.  Annunzio.  In  those  situations,  none  of  those  banks  shut 
their  doors? 

Mr.  Davis.  That  is  correct. 

Mr.  Annunzio.  And  we  have  our  share  of  problem  banks,  as  you 
know.  I  know  we  have  our  share  of  problem  banks  in  Chicago,  but 
apparently,  they  are  being  worked  out. 

Mr.  Davis.  I  would  like  to  think,  Mr.  Congressman,  that  we  do 
not  have  our  share,  but  we  have  less  than  our  share. 

Mr.  Annunzio.  Well,  that  is  apparent  to  me  as  I  sit  on  this 
subcommittee.  I  usually  get  these  reports.  But  I  do  know  where  the 
situation  has  come  up,  that  your  agency  has  been  there,  where  you 
have  suggested  more  capital  or  you  have  suggested  changes  in 
personnel,  more  efficient  management. 

How  do  you  go  about  making  the  determination  in  Illinois,  where 
we  have  this  facility  law?  You  know,  a  State  bank  can  apply  for  a 
facility. 

Mr.  Davis.  Yes,  sir. 

Mr.  Annunzio.  How  do  you  manage  that,  when  you  send  your 
examiners  into  the  main  bank,  do  you  examine  the  entire  bank 
and  then  send  in  your  statement  so  that  they  could  have  the 
permission  to  open  up  this  additional  facility? 

Mr.  Davis.  We  use  the  examination  report  as  a  basis  to  evaluate 
management  and  the  condition  of  the  bank  and  its  soundness  to 
permit  them  to  establish  an  additional  office  which,  in  the  case  of 
Illinois,  is  only  a  limited  facility. 

Mr.  Annunzio.  And  where  you  have  found  management  or  the 
report  did  not  warrant  your  approval,  they  were  just  denied  a 
facility,  as  I  understand  it. 

Mr.  Davis.  I  don't  have  the  facts  in  front  of  me,  but  I  believe  for 
the  most  part  banks  are  well  aware  of  the  Corporation's  standards 
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to  expand  their  business,  which  would  be  another  office.  Therefore, 
in  most  cases,  they  analyze  their  own  situation  and  come  well 
prepared  or  take  care  of  any  deficiencies  that  were  reported  at  the 
last  examination,  or  they  are  prepared  to  take  whatever  additional 
remedies  are  necessary  to  improve  their  situation  and  eliminate 
their  deficiencies  so  that  you  can  make  a  very  favorable  finding  on 
the  factors  which  I  just  previously  mentioned. 

Mr.  Annunzio.  Now,  Chicago  is  the  third  largest  banking  center 
in  the  United  States;  is  it  not? 

Mr.  Davis.  I  am  not  positive. 

Mr.  Annunzio.  How  many  situations  were  there  in  the  Chicago 
region  that  were  similar  to  the  Lance  situation  to  your  knowledge? 

Mr.  Davis.  Items  that  we  have  reported  similar  to  the  large 
number  reported  by  Mr.  Thompson  during  the  same  period  of 
time? 

Mr.  Annunzio.  Yes. 

Mr.  Davis.  Without  being  held  to  a  particular  number,  I  would 
say  less  than  half  a  dozen. 

Mr.  Annunzio.  Now,  at  this  point,  do  you  feel  that  any  changes 
are  needed  to  prevent  bank  officials  from  personally  benefiting 
from  correspondent  relationships,  and  if  so,  what  changes  would 
you  like  to  see?  That  is  what  I  am  leading  up  to. 

Mr.  Davis.  It  is  my  personal  opinion  that  the  existing  regula- 
tions, plus  maybe  those  items  that  are  being  proposed  in  current 
legislation  should  be  adequate  if  properly  enforced. 

Mr.  Annunzio.  As  I  mentioned  the  other  day  at  the  hearing,  I 
have  been  on  this  subcommittee,  and  I  don't  have  the  section  in 
front  of  me,  but  when  you  start  talking  about  a  situation,  it  comes 
back  to  you.  In  1966  it  was,  we  liberalized  some  of  our  loan  policies 
to  bank  officials  and  directors.  In  1966  I  thought  that  it  was  a  very 
good  idea.  I  saw  nothing  wrong  with  a  bank  official  or  a  director 
being  able  to  go  to  his  own  bank.  At  least,  they  knew  him.  They 
knew  how  much  money  he  was  making.  And  in  that  law,  we 
allowed,  I  think,  if  they  were  purchasing  a  home,  $30,000.  If  they 
wanted  to  borrow  money  to  educate  their  children,  $10,000.  And 
$5,000  for  personal  use. 

I  thought,  back  in  1966,  that  was  not  too  much,  although,  now, 
with  homes  that  have  quadrupled  in  price,  there  could  be  some 
people  calling  for  more  liberalization. 

But  when  a  situation  like  this  happens,  we  are  thinking  of  cut- 
ting back,  and  not  adding  on.  Do  you  think,  in  1966,  when  we 
liberalized  the  law — and  I  don't  have  the  law  in  front  of  me — the 
subcommittee,  in  its  judgment — at  least,  in  our  judgment,  we 
thought  we  were  doing  the  right  thing — Mr.  Pickett  or  Mr.  Thomp- 
son, could  you  comment? 

Mr.  Thompson.  You  are  really  talking  about  national  bank  re- 
strictions. You  see,  most  nonmember  banks  do  not  have  restrictions 
on  the  amount  of  funds  that  an  officer  or  director  can  borrow  from 
their  own  bank. 

For  example,  in  the  State  of  Texas  and  various  other  States,  they 
can  borrow  up  to  the  legal  lending  limit  of  the  bank,  just  as  any 
other  customer  can.  So,  you  really  have  a  different  situation,  Mr. 
Congressman,  between  national  and  State  nonmember  banks. 

Mr.  RoussELOT.  Would  the  gentleman  yield  briefly? 
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Mr.  Annunzio.  Yes. 

Mr.  RoussELOT.  You  said  "nonmember  banks."  Do  you  mean 
nonmembers  of  the  FDIC? 

Mr.  Thompson.  No,  I  used  that  term  to  mean  nonmembers  of  the 
Federal  Reserve  System,  but  a  member  of  the  FDIC. 

Mr.  RoussELOT.  Well,  the  Calhoun  bank  w£is  a  member  of  the 
Federal  Reserve  System. 

Mr.  Thompson.  Yes,  sir. 

Mr.  Annunzio.  Mr.  Thompson,  how  necessary  are  compensating 
balances  in  a  correspondent  relationship?  Couldn't  one  bank  simply 
charge  the  other  bank  for  the  services  that  are  provided? 

Mr.  Thompson.  Yes,  sir.  I  believe  I  made  that  same  statement  in 
my  statement  that  the  whole  system  could  be  revised,  whereby  the 
services  would  be  performed  at  a  fee  and,  if  the  statute  permitted, 
interest  could  be  paid  on  the  correspondent  balances.  That  would 
be  one  way  of  getting  at  the  situation. 

Mr.  Annunzio.  How  many  cases  involving  abuses  of  correspon- 
dent relationships  by  bank  officers  have  been  referred  by  your 
office  within  the  past  5  years?  How  many  were  prosecuted?  How 
many  resulted  in  convictions? 

Mr.  Thompson.  Well,  sir,  when  you  say  "bank  officers,"  you 
include  bank  directors  and  so  forth;  is  this  correct? 

Mr.  Annunzio.  Yes. 

Mr.  Thompson.  I  would  say  that  within  the  last  5  years — let  us 
date  it  back  when  we  really  started,  in  1970,  when  the  attorney  in 
charge  of  the  criminal  fraud  section  said  it  was  a  violation  of  the 
statute.  All  right,  we  have  referred  probably  around  600  of  these 
letters. 

Now,  some  of  them  have  been  duplications,  one  year  to  the  next 
year,  for  example.  If  it  was  repeated  3  years  in  a  row,  that  would 
be  in  the  same  figure.  You  could  probably  drop  that  figure  down  to 
about  250  in  Dallas. 

Chairman  St  Germain.  And  one  conviction? 

Mr.  Thompson.  One  conviction  involving  a  nonmember  bank; 
yes,  sir.  One  prosecution. 

Chairman  St  Germain.  Out  of  250  referrals? 

Mr.  Thompson.  Yes,  sir. 

Chairman  St  Germain.  Over  a  7-year  period. 

Mr.  Thompson.  Yes,  sir. 

Chairman  St  Germain.  Now,  when  your  office  referred  these, 
you  felt  that  you  had  a  case;  correct?  Or  that  there  was  a  probabil- 
ity of  a  case? 

Mr.  Thompson.  It  was  our  considered  judgment,  Mr.  Chairman, 
that  the  law,  as  had  been  interpreted  by  the  Justice  Department, 
had  apparently  been  violated,  and  this  is  the  reason  we  referred  it. 
We  really  had  no  choice  in  those  matters. 

Chairman  St  Germain.  Now,  that  being  the  situation,  one  pros- 
ecution on  250  cases,  that,  in  your  judgment,  were  probably  viola- 
tions. When  you  consider  that,  does  that  not  make  a  case,  so  to 
speak,  for  a  prohibition  against  borrowing  by  officers  and  boards  of 
directors,  and  major  stockholders  from  the  banks  with  which  corre- 
spondent relationships  are  maintained?  Because  your  only  other 
alternative  is  to  stop  the  insurance;  correct?  Give  notice  that  you 
will  cancel  insurance  coverage?  And  that  is  very  drastic;  correct? 
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Mr.  Thompson.  Yes  sir;  it  is  drastic. 

Chairman  St  Germain.  And  that  is  why  I  say,  do  not  these 
numbers  make  a  heavy  case  for  a  prohibition  against  this  type  of 
borrowing? 

Mr.  Thompson.  Sir,  we  take  into  consideration  that  there  are 
approximately  15,000  banks  in  the  United  States. 

Chairman  St  Germain.  But  we  are  talking  about  the  Dallas 
region. 

Mr.  Thompson.  You  have  asked  me,  as  I  understand  the  ques- 
tion, to  comment  on  a  prohibition  which  would  apply  to  all  equally. 
So,  this  would  apply  to  all  15,000  banks  in  the  country. 

Now,  I  am  not  certain,  in  my  own  mind,  that  the  prohibition 
would  be  necessary  if  there  had  been  only  this  many  cases.  This 
would  bfe  in  relation  to  the  overall. 

Now,  if  you  ask  me,  would  it  help  in  these  situations  of  this 
nature,  certainly,  there  would  be  no  question  but  what  it  could  stop 
certain  of  those  very  drastic  situations. 

Chairman  St  Germain.  I  thank  the  gentleman. 

Mr.  Annunzio.  I  have  one  more  question,  Mr.  Chairman,  of  Mr, 
Thompson. 

Do  you  feel  that  it  would  be  helpful  to  require  bank  officials  to 
disclose  any  personal  loans  that  they  have  from  correspondent 
banks? 

Mr.  Thompson.  Absolutely. 

Mr.  Annunzio.  Thank  you.  My  time  has  expired,  and  again  I 
thank  the  panel  for  their  contribution  this  morning. 

Chairman  St  Germain.  Mr.  Rousselot. 

Mr.  Rousselot.  Thank  you,  Mr.  Chairman. 

As  you  gentlemen  are  aware,  this  subcommittee  has  completed 
hearings  on  some  of  the  financial  activities  relating  to  the  recent 
so-called  revelations  in  the  Lance  case,  and  a  substantial  amount  of 
time  was  spent  attempting  to  determine  whether  Mr.  Lance  per- 
sonally or  on  behalf  of  his  family  used  correspondent  balances  of 
banks  which  he  controlled  as  compensating  balances. 

Now,  Martin  Mayer,  in  his  book,  "The  Bankers,"  called  compen- 
sating balances — and  I  will  quote  him;  I  don't  know  how  authorita- 
tive he  is,  but  I  will  quote  him  anyway  because  it  is  just  an 
interesting  quote — he  calls  the  compensating  balance: 

Uniquely  American  and  remarkably  nutty  because  it  divorces  the  service  per- 
formed from  the  pajmaents  for  them  in  ways  that  make  it  almost  impossible  for 
either  the  b£inks  and  their  customers  to  know  who  is  paying  how  much  for  what. 

And  I  think,  in  part  of  your  testimony,  you  seem  to  indicate 
agreement  with  this  position. 
Continuing  the  quote: 

Companies  do  not  know  the  real  interest  rate  on  their  loans  and  the  banks  cannot 
match  the  costs  of  the  services  they  provide  with  the  income  that  can  be  traced  to 
providing  them. 

That  is  the  end  of  his  quote. 

Now,  would  any  of  you,  as  a  result  of  that  little  interesting  idea, 
favor  legislation  requiring  that  correspondent  balances  and  related 
services  be  unbundled? 

Mr.  Davis.  It  sounds  appealing  to  me. 

Mr.  Rousselot.  Mr,  Thompson? 

Mr.  Thompson.  I  think  I  offered  an  alternative  in  my  statement. 
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Mr.  RoussELOT.  Which  was  basically  directly  charging  specific 

Mr.  Pickett? 

Mr.  Pickett.  My  observation  is  that  a  bank  ought  to  know  and 
the  bank  stockholders  are  entitled  to  know  how  much  of  that 
bank's  correspondent  account  is  really  necessary  for  clearing  pur- 
poses and  for  paying  fees  and  if  they  itemize  those  and  everyone 
knows  what  is  being  paid,  then  no  one  has  any  complaint. 

Until  that  is  done,  I  think  you  are  inviting  continued— in  my 
opinion,  at  least — I  think  you  are  inviting  continued  abuse  of  the 
correspondent  account. 

Mr.  RoussELOT.  You  may  each  feel  free  from  now  on,  to  comment 
on  any  of  these  questions  I  have. 

Would  you  favor  legislation  providing  that  officers  and  directors 
of  the  banks  would  be  forbidden  to  borrow  from  banks  in  which 
their  own  banks  maintain  correspondent  balances? 

Whenever  you  get  an  impulse,  just  speak  up. 

Mr.  Pickett.  I  have  an  impulse  on  that,  sir,  if  I  may.  We  have 
found  extreme  abuses  in  some  cases,  as  Mr.  Thompson  has  said. 
Perhaps  legislation  of  this  type  would  be  using  an  elephant  gun  to 
shoot  fleas  with.  I  am  not  sure.  I  am  not  prepared  to  state  that 
such  legislation  would  help  in  cases  where  there  have  been  abuses. 
Whether  it  would  also  impose  an  unbearable,  unconscionable 
burden  on  bankers  who  have  not  abused  their  bank  accounts  or  not 
abused  borrowing  privileges,  I  just  am  not  that  familiar  with  the 
overall  application  of  it. 

Mr.  RoussELOT.  Well,  I  put  the  question  obviously  in  very  nega- 
tive terminology,  but  I  have  done  it  on  purpose. 

Mr.  Davis.  I  believe  there  are  directors  who  select  correspondent 
banks  to  borrow  from  for  reasons  other  than  the  fact  that  they  are 
the  correspondent  bank;  and  I  think  that  perhaps  I  agree  with  Mr. 
Pickett  that  the  prohibition  would  be  severe. 

Mr.  RoussELOT.  Mr.  Thompson? 

Mr.  Thompson.  I  am  not  certain  at  this  time  that  that  type  of 
legislation  is  really  needed. 

Mr.  RoussELOT.  Do  you  think  that  might  be  too  extreme? 

Mr.  Thompson.  Well,  I  really  just  read  part  of  it  last  night,  and  I 
really  would  like  to  study  and  think  about  this  further. 

Mr.  RoussELOT.  Well,  you  can  respond  in  writing,  all  three  of 
you,  on  that  question.  Do  you  want  me  to  restate  it,  or  is  it  well 
enough  understood? 

Mr.  Thompson.  I  think  it  is  understood,  but  I  believe  we  should 
defer  to  our  Chairman  for  an  answer  to  that  question. 

Mr.  RoussELOT.  Should  legislation  restricting  borrowing  by  bank 
officers  and  directors  be  extended  to  include  members  of  their 
families  and  corporations  which  they  control? 

Mr.  Davis.  On  the  assumption  that  there  is  a  prohibition,  I 
believe  it  should  be  extended. 

Mr.  RoussELOT.  To  those  that  I  have  mentioned? 

Mr.  Davis.  Right. 

Mr.  RoussELOT.  Mr.  Thompson? 

Mr.  Thompson.  Well,  that  would  present  problems,  too.  You  take 
two  brothers  who  haven't  spoken  to  each  other  in  30  years.  They 
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would  be  lumped  together  in  something  of  this  nature.  And  so  I 
think,  if  I  understood  your  question 

Mr.  RoussELOT.  Let  me  repeat  the  question. 

Should  legislation  restricting  borrowing  by  bank  officers  and 
directors  be  extended  to  include  members  of  their  families  and 
corporations  which  they  control? 

Mr.  Thompson.  If  there  would  be  an  interrelationship  between 
the  business  interests  of  the  family  members,  then  I  would  say, 
assuming  that  the  legislation  is  psissed,  that  it  should  be. 

Mr.  RoussELOT.  All  right. 

Mr.  Pickett? 

Mr.  Pickett.  I  would  go  along  with  Mr.  Thompson's  estimate  on 
that. 

May  I  make  just  a  comment  here? 

Mr.  ROUSSELOT.  Why,  certainly. 

Mr.  Pickett.  Just  before  I  left  Texas  I  had  a  banker,  and  a  very 
fine  banker,  in  my  office.  And  he  was  in  there  on  this  very  thing 
that  you  are  talking  about,  an  affiliation.  He  had  some  stores  that 
were  borrowing  from  the  bank,  and  he  owned  60  percent  control  of 
the  bank  on  all  of  the  borrowings  from  these  affiliates.  He  put  up 
cash,  CD's,  as  security.  Under  section  23 A  of  the  Federal  Reserve 
Act  on  loans  to  affiliates,  cash  is  not  an  eligible  security,  believe  it 
or  not,  for  loans  to  affiliates.  It  is  a  strange  thing.  This  type  of 
legislation,  he  said,  is  crippling  him  in  his  operations.  I  said,  well, 
if  you  can  put  up  cash  in  your  own  bank  and  CD's  in  your  own 
bank  for  securities,  why  couldn't  you  go  to  another  bank  and  do  it 
and  remove  any  doubt  in  anyone's  mind  as  to  whether  you  are 
getting  preferential  treatment  from  your  own  bank?  And  he  said, 
all  right,  I  can  do  it.  But  he  said,  I  understand  you  are  going  up  to 
testify  before  a  committee.  He  said,  I  wish  you  would  do  one  thing. 
He  said  all  the  bankers  that  I  have  talked  to  have  been  very 
embarrassed  about  this  situation  that  has  come  about  due  to  the 
recent  hearings. 

Mr.  RoussELOT.  Which  situation? 

Mr.  Pickett.  The  Lance  matter. 

He  said  all  of  banking  appears  to  be  under  indictment. 

"I  would  like  you  to  tell  the  committee  that  there  are  95  percent 
of  us  bankers  out  here  that  are  trying  to  do  a  good  and  honorable 
job  for  our  citizens  and  for  our  customers,  and  we  are  doing  it." 
And  he  said,  "If  you  tell  the  committee  that  for  me,  and  not  to 
burn  down  the  house  in  order  to  get  rid  of  a  few  termites,"  he  said, 
"I  would  appreciate  it." 

So  I  have  kept  my  promise. 

Mr.  RoussELOT.  Well,  please  deliver  the  message  back  that  we 
are  concerned  about  the  other  5  percent. 

Mr.  Pickett.  Yes,  sir,  I  understand. 

Mr.  RoussELOT.  I  don't  think  we  are  going  to  burn  down  the 
banks.  Are  we? 

Chairman  St  Germain.  No.  We  are  going  to  use  an  exterminator. 

Mr.  Pickett.  That  was  his  quote;  it  wasn't  mine. 

Mr.  RoussELOT.  I  appreciate  the  comment,  that  in  his  estimate  it 
is  95  percent  that  are  operating  correctly.  Did  you  get  into  a 
discussion,  incidentally,  about  how  many  are  operating  in  a  similar 
manner  to  the  Calhoun  bank? 
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Mr.  Pickett.  Of  course,  all  he  knew  and  all  I  know  is  what  I 
have  read  in  the  papers,  and  he  feels  that  that  type  of  operation 
does  reflect  unfavorably  upon  banking  as  a  whole. 

Mr.  RoussELOT.  Thank  you  for  answering. 

My  fourth  question:  What  criteria  do  you  use  to  determine 
whether  a  bank  officer  is  using  his  bank's  correspondent  balance  at 
another  bank  as  a  compensating  balance? 

Mr.  Thompson.  I  will  try  this  one. 

Mr.  Rousselot,  I  might  make  this  observation,  and  I  think  I  made 
it  earlier;  that  over  the  years  this  practice  has  diminished,  and  it  is 
not  as  prevalent  as  in  past  years. 

For  example,  this  year  I  have  been  informed  we  have  sent  only 
nine  cases  to  the  U.S.  attorney. 

So  there  has  been  tremendous  improvement  in  this  regard,  there 
are  still  a  few  isolated  cases. 

Now,  to  answer  your  question  on  whether  or  not  they  are  utiliz- 
ing bank  funds  to  compensate  personal  borrowings  is  a  question  on 
which  you  have  to  review  the  entire  situation.  You  review  the 
financial  statement  of  the  borrowers:  Does  this  borrower  deserve 
this  type  of  credit?  You  analyse  the  interest  rate  on  the  loan:  Is 
this  interest  rate  an  acceptable  rate  for  this  type  of  credit?  And 
then  you  analyse  the  reserve  requirements  of  the  bank  involved:  Is 
the  bank  involved  getting  services  for  the  amount  of  reserves  that 
it  is  keeping  with  that  particular  correspondent  bank? 

Now,  assuming  that  the  answer  to  all  of  those  are  favorable, 
then  I  would  suggest  that  there  is  not  a  utilization  of  bank  funds  to 
compensate  personal  borrowings.  However,  if  it  is  a  poor  credit 
risk,  huge  excess  reserves  are  maintained,  and  abnormally  or 
below-normal  interest  rate,  then  it  would  be  my  opinion  that  it 
was. 

Mr.  Rousselot.  So  you  do  have  criteria? 

Mr.  Thompson.  Yes,  sir. 

Mr.  Rousselot.  Do  any  of  you  want  to  comment  on  the  question? 

Mr.  Davis.  I  have  nothing  to  add. 

Mr.  Pickett.  No,  sir. 

Mr.  Rousselot.  Thank  you. 

If  the  bank  is  receiving  services  from  the  correspondent  bank  in 
excess  of  the  value  of  its  interest-free  deposit,  does  this  fact  pre- 
clude the  possibility  that  an  officer  might  be  using  the  balance  to 
the  detriment  of  the  bank? 

Mr.  Thompson.  If  they  received  services  in  excess? 

Mr.  Rousselot.  Yes. 

Mr.  Thompson.  Well,  I  have  found  in  the  past  that  these  corre- 
spondent banks  do  an  analysis  of  these  accounts  each  month,  at 
least. 

Mr.  Rousselot.  Each  month? 

Mr.  Thompson.  Yes,  sir;  that  most  of  the  major  correspondents 
do  an  analysis  each  month,  and  if  it  is  costing  them  more  to  handle 
that  account  than  they  are  receiving,  they  tell  the  respondent 
bankers — they  say: 

Look,  we  can't  handle  your  account  on  this  basis.  You  are  either  going  to  have  to 
furnish  us  additional  balances  or  somebody  else  can  enjoy  your  account. 
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Mr.  RoussELOT.  Well,  it  is  possible,  to  begin  with,  they  might  be 
operating  at  a  loss.  But  you  say  there  is  a  monthly  analysis,  usual- 

ly? 

Mr.  Thompson.  I  would  say  most  major,  well-operated  banks 
make  a  monthly  analysis  of  such  accounts. 

Mr.  RoussELOT.  Would  either  of  the  other  two  of  you  want  to 
comment  on  that? 

Mr.  Pickett.  No,  sir.  I  have  found  that  to  be  true. 

Mr.  RoussELOT.  On  page  172  of  "The  Bankers,"  Mr.  Mayer  says: 

A  company  in  trouble  must  scour  around  for  loans  at  more  and  more  banks,  and 
at  each  bank  where  it  secures  a  loan,  it  must  leave  a  compensating  balance  which 
shows  up  on  its  book  as  cash. 

James  Collett,  of  a  bank  in  Cedar  Rapids,  says: 

During  1970,  large  corporations  headed  for  the  hinterland — and  we  had  some 
interesting  approaches.  Some  very  big  companies  even  offered  to  open  a  deposit 
relationship.  But  this  is  hot  money  in  the  truest  sense  of  the  word,  and  we  would 
not  do  it. 

My  question  to  you  is,  are  these  statements  that  I  have  just  read, 
indicative  of  common  practice  in  the  industry? 

Mr.  Thompson.  If  I  have  understood  the  question  correctly — and, 
unfortunately,  it  has  been  some  time  since  I  read  the  book  in 
question 

Mr.  RoussELOT.  Well,  the  quote  was  from  a  Cedar  Rapids  banker. 

Mr.  Thompson  [continuing].  That  in  many  cases  major  corpora- 
tions, or  many  corporations  are  required  to  maintain  balances  on 
the  banks  involved  in  order  to  obtain  credit.  Is  this  the  thrust  of  it? 

Mr.  RoussELOT.  Yes. 

Mr.  Thompson.  This  is  true.  This  has  been  true  for  many  years, 
and  this  has  been  one  method,  I  suppose,  to  achieve  a  higher  rate 
of  return  on  the  loan  involved. 

Mr.  RoussELOT.  I  will  ask  one  last  question.  Mr.  Annunzio  did 
refer  to  this,  but  I  would  like  you  each  to  comment  on  it  as  it 
relates  to  the  regions  over  which  you  have  jurisdiction. 

How  widespread  in  the  industry  is  the  kind  of  overdraft  practice 
and  potential  abuse  of  correspondent  bank  relationships  as  indicat- 
ed by  the  Calhoun  bank? 

Mr.  Thompson.  Of  course,  I  am  not  intimately  familiar  with  the 
Calhoun  bank. 

Mr.  RoussELOT.  I  understand.  But  you  have  certainly  read  about 
it. 

Mr.  Thompson.  I  read  what  has  been  contained  in  the  report. 

Mr.  RoussELOT.  If  it  came  up  in  your  areas 

Mr.  Thompson.  I  would  certainly  review  the  situation. 

Mr.  RoussELOT.  The  president  of  the  National  Bank  of  Georgia, 
Mr.  Guyton,  sat  here  and  said  if  he  had  that  kind  of  cease-and- 
desist  order  issued  against  him,  he  would  consider  it  an  "indict- 
ment," to  use  his  own  words.  Now,  how  widespread  is  that?  I  ask 
this  because  we  have  read  a  great  deal  in  the  newspapers  about 
correspondent  balances. 

Mr.  Thompson.  Well,  it  will  go  back  to  some  of  the  original 
comments  that  I  made — the  utilization  of  correspondent  banks' 
balances  was  very  extensive.  I  hope — and  I  am  confident  that  I  am 
correct — that  that  practice  has  largely  been  eliminated  except  in 
certain  situations. 
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Now,  insofar  as  overdrafts,  we  do  not  find  this  in  my  region  to  be 
a  major  problem.  And,  incidentally,  the  Corporation  is  again  con- 
ducting a  survey  on  this.  The  examiners  are  gathering  data  on  it. 
But  I  review  in  excess  of  1,100  examination  reports  a  year,  and  I 
have  not  seen  this  to  be  a  major  problem. 

Now,  this  could  be  attributed  to  the  fact  that  the  officers  and 
directors  of  nonmember  banks  can  borrow  funds  from  their  own 
banks,  but  the  overdraft  problem  has  not  constituted,  to  my  way  of 
thinking,  a  major  problem. 

Mr.  RoussELOT.  Will  we  get  a  copy  of  that  report  when  it  is 
finished? 

Mr.  Thompson.  Yes.  It  is  being  made,  I  believe.  Chairman  St 
Germain  requested  this. 

Mr.  RoussELOT.  Mr.  Davis,  do  you  want  to  comment? 

Mr.  Davis.  It  is  most  uncommon. 

Mr.  RoussELOT.  Most  uncommon? 

Mr.  Davis.  Right,  in  my  particular  region,  to  see  situations  as  I 
am  led  to  believe  by  just  what  I  have  read  in  the  newspapers  that 
were  uncovered  in  the  Lance  situation. 

Mr.  RoussELOT.  Mr.  Pickett? 

Mr.  Pickett.  I  have  found  in  the  34  banks  that  have  closed  that  I 
have  been  attorney  in  charge  of  had  something  to  do  with,  that  in 
almost  every  one  of  those  banks,  at  least  a  majority  of  those  banks, 
there  have  been  overdraft  abuses  by  the  officers  which  eventually 
were  turned  to  loans  when  the  examiners  came  in.  An  overdraft  is 
a  loan,  let  us  face  it.  It  is  absolutely  a  loan.  It  is  an  interest-free 
loan  until  someone  catches  up  with  it,  and  then  you  insist  that  the 
man  pay  interest  on  the  loan,  or  the  overdraft.  In  the  majority  of 
the  closed  banks  that  I  have  been  involved  with,  I  have  found  that 
there  were  overdraft  abuses,  excessive  overdraft  abuses,  which 
were  eventually  turned  into  loans  that  the  bank  could  not  have 
afforded  to  make  in  the  first  place.  But  once  you  have  the  over- 
draft on  the  bank  you  have  to  do  something  with  it. 

Mr.  RoussELOT.  Is  it  your  judgment,  then,  that  it  is  a  widespread 
practice  today? 

Mr.  Pickett.  It  was  widespread  in  banks  that  have  been  in 
trouble  and  that  were  closed  that  I  am  familiar  with. 

Mr.  RoussELOT.  I  am  talking  about  as  it  relates  to  the  other 
banks. 

Mr.  Pickett.  No,  sir,  not  in  our  region. 

Mr.  RoussELOT.  Thank  you,  Mr.  Chairman. 

Chairman  St  Germain.  Mr.  Pickett,  you  stated  that  that  banker 
said  to  you  that  95  percent  of  the  banks  operated  properly  and  only 
5  percent  could  be  put  in  the  category  that  we  have  been  reading 
about  a  little  earlier;  is  that  not  correct? 

Mr.  Pickett.  Yes,  sir. 

Chairman  St  Germain.  And  that  was  his  estimate.  That  being 
the  case,  wouldn't  it  be  advisable  for  the  95  percent  of  the  bankers 
to  marshal  their  efforts  and  assist  the  subcommittee  and  the  com- 
mittee and  the  Congress  in  enacting  the  Safe  Banking  Act  Amend- 
ments of  1977  in  order  to  do  away  with  that  5  percent  that  does 
exist  in  his  estimate? 

Mr.  Pickett.  I  just  really  don't  know  how  to  respond  to  that,  sir. 

Chairman  St  Germain.  Well,  perhaps  it  is  a  rhetorical  question. 
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Mr.  Pickett.  I  think  it  is,  and  a  philosophical  one,  too.  But 
offhand  I  would  say  that  you  would  think  that  the  banking  indus- 
try would  marshal  its  forces  in  order  to  take  care  of  the  people  that 
are  giving  it  the  bad  name  that  it  is  getting  because  of  these 
hearings.  On  the  other  hand,  you  have  many  bankers,  and  I  sup- 
pose a  lot  of  them  still  believe  in  States  rights  and  still  believe  that 
if  they  own  a  bank  or  own  control  of  a  bank,  they  should  have 
some  say,  and  they  will,  I  am  sure,  resist  the  imposition  on  them 
by  the  Government  of  stringent  parameters  which  they  feel  they 
don't  want  or  can't  operate  under. 

Chairman  St  Germain.  And  they  are  also  resisting  efforts  to 
remove  some  of  those  restrictions  and  parameters,  to  wit,  with  the 
removal  of  the  prohibition  of  payment  of  interest  on  demand  depos- 
its. That  is  another  rhetorical  question. 

Mr.  LaFalce? 

Mr.  LaFalce.  Mr.  Thompson,  you  have  indicated  that  over  a 
certain  period  of  time — and  I  am  not  exactly  sure  what  that  period 
of  time  was — that  there  were  250  referrals  to  the  Department  of 
Justice  on  the  subject  of  compensating  balances;  is  that  correct? 

Mr.  Thompson.  Yes,  sir. 

Mr.  LaFalce.  You  have  also  indicated  that  Justice  only  deemed 
1  of  the  250  referrals  to  be  worthy  of  prosecution;  is  that  correct? 

Mr.  Thompson.  I  can  say  that  they  only  prosecuted  one  of  those 
cases. 

Mr.  LaFalce.  All  right,  that  is  pretty  close.  I  believe  you  also 
said  that  thus  far  this  year  you  have  referred  but  nine  cases  to  the 
Justice  Department;  correct? 

Mr.  Thompson.  Yes,  sir. 

Mr.  LaFalce.  Now,  you  have  drawn  the  inference  that  because 
there  has  been  such  a  reduced  number,  to  wit,  nine  cases,  that, 
therefore,  the  practice  of  establishment  of  compensaitng  balances  is 
on  the  wane.  Is  that  accurate,  or  could  there  also  be  an  inference 
drawn,  which  might  be  more  plausible,  that  because  of  the  almost 
nonexistent  prosecution  of  the  referrals,  you  have  tossed  your 
hands  up  and  said,  "Why  bother"? 

Mr.  Thompson.  No,  sir,  I  do  not  operate  that  way.  If  an  apparent 
violation  is  reported  to  me,  then  I  would  proceed  on  that  basis. 

Now,  I  have  not  ceased  efforts  in  discussing  this  question  for 
many  years,  and  we  have  succeeded  if  you  view  the  interest  rates 
on  the  correspondent  bank  loans  being  charged  going  from  zero 
interest  up  to  the  normal  lending  rate  and  the  reduction  in  excess 
balances  being  maintained.  This  would  suggest  that  the  improve- 
ment, as  I  have  suggested,  does  actually  exist,  that  it  is  real  and 
not  imagined. 

Mr.  LaFalce.  All  right. 

I  would  assume  that  you  and  your  attorney  have  discussed  this 
matter  with  the  Justice  Department  to  see  why  there  is  such  a 
paltry,  almost  nonexistent  prosecution  of  your  referrals,  and  I 
would  like  to  know  what  the  gist  of  that  discussion  has  been. 

Mr.  Pickett.  If  I  may  respond  to  this 

Mr.  LaFalce.  What  is  that,  section  18-656,  willful  misapplica- 
tion? 

Mr.  Pickett.  Yes,  sir. 
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As  you  know,  willful  misapplication  of  funds  as  under  section  656 
is  a  catchall  for  almost  any  misapplication — embezzlement,  every 
t3^e  of  misapplication. 

Mr.  LaFalce.  This  does  not  refer  exclusively  to  banks,  does  it? 

Mr.  Pickett.  Yes,  sir. 

Mr.  LaFalce.  It  is  under  the  National  Bank  Act? 

Mr.  Pickett.  It  is  in  18  United  States  Code,  the  criminal  code. 

Mr.  LaFalce.  But  it  is  not  just  the  banks,  is  it? 

Mr.  Pickett.  It  is  bank  officers. 

One  of  the  reasons — and  I  don't  think  any  inference  should  be 
left  by  us  and  at  least  not  by  me,  that  just  because  you  have  had 
one  prosecution  that  I  know  of  on  several  hundred  referrals,  that 
the  U.S.  attorneys  are  not  doing  their  job.  I  would  say,  as  an  ex- 
prosecutor,  that  these  are  the  toughest  cases  to  prosecute  that  any 
U.S.  attorney  runs  up  against  for  this  reason:  That  they  have  to 
prove  beyond  a  reasonable  doubt  in  order  to  get  a  conviction  that 
the  correspondent  account  was  used — the  bank  funds  were  used 
with  an  intent  to  defraud  the  bank.  Now,  when  you  get  down  to 
this  particular  element  it  just  is  almost  impossible  for  U.S.  attor- 
neys or  their  assistants  to  prove  that  there  was  a  willful  intent  on 
the  part  of  the  controlling  bank  officer  who  obtained  the  loan,  the 
low-interest-rate  loan,  with  the  use  of  the  correspondent  account.  It 
is  almost  impossible  to  get  inside  his  mind  and  say  he  intended  to 
injure  or  defraud  the  bank,  even  though  he  has,  in  my  opinion, 
converted  the  bank's  correspondent  account  to  his  own  use. 

Chairman  St  Germain.  Drawing  on  that  same  experience — you 
related  to  us  your  experience  as  a  prosecuting  attorney  in  the 
matter  of  overdrafts — is  that  just  as  difficult  to  prosecute?  Did  you 
have  any  cases  or  handle  any  overdraft  cases  during  your  days  as  a 
prosecuting  attorney? 

Mr.  Pickett.  Yes,  I  did.  And  this  is  one  thing  that  I  found  out: 
That  an  overdraft,  apparently,  is  all  right  if  it  is  not  criminal  in 
nature.  Let  us  put  it  this  way.  An  overdraft  is  not  criminal  in 
nature  if,  I  suppose,  it  eventually  is  paid.  However,  as  a  prosecut- 
ing attorney,  there  is  a  very  small  difference  between  overdrafts 
and  insufficient  funds  checks.  If  you  have  an  overdraft  on  the 
bank,  it  is  not  a  prosecutable  offense.  If  you  have  an  insufficient 
funds  check,  that  means  you  have  overdrawn  your  account  and  the 
bank  has  sent  your  check  back  to  the  merchant  and  the  merchant 
demands  prosecution  because  it  was  not  paid  during  the  ordinary 
course  of  business  and  apparently  you  are  not  going  to  pay  it,  or 
you  have  overdrafts  running,  running,  and  running,  and  finally  the 
bank  closes  the  account  and  sends  the  check  back,  insufficient 
funds.  I  have  prosecuted  many  cases,  and  I  am  sure  every  prosecut- 
ing attorney  in  the  land  has.  It  is  the  bane  of  their  existence, 
prosecuting  of  insufficient  funds  checks,  which  means  that  you 
have  had  an  overdraft  and  the  bank  has  converted  it  into  an 
insufficient  funds  check  by  sending  it  back  to  the  payee. 

Mr.  LaFalce.  Mr.  Pickett,  you  indicate  you  have  prosecuted 
many  cases.  Now,  in  what  position,  in  what  capacity,  did  you 
prosecute  these  cases:  as  regional  counsel  for  the  FDIC? 

Mr.  Pickett.  No.  I  have  no  prosecuting  responsibility  as  regional 
counsel. 

Mr.  LaFalce.  That  is  what  I  thought.  In  what  capacity? 
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Mr.  Pickett.  I  was  a  county  attorney  for  4  years.  I  was  a  district 
attorney  for  4  years,  and  assistant  attorney  general — in  these  capa- 
cities, many  cases. 

Mr.  LaFalce.  Fine.  I  was  just  wondering  whether  you  were  using 
the  word  "prosecute  cases"  for  the  taking  of  some  civil  action  as 
opposed  to  criminal  action. 

Mr.  Pickett.  No,  sir. 

Mr.  LaFalce.  Let  us  go  back  now  to  section  656  because  it  seems 
to  me  that  perhaps  we  need  changes  or  clarification  of  section  656, 
or  in  the  alternative  perhaps  we  ought  to  deal  with  the  issue  in 
some  other  manner,  through  civil  violations  clearly  defined,  where 
you  would  have  a  lower  standard  of  proof.  I  think  it  is  going  to  be 
difficult  to  change  criminal  law  in  any  way  and  be  successful  in 
prosecutions  because  of  the  virtually  impossible  standard  of  proof 
on  intent.  I  don't  know  if  you  concur  in  that  judgment. 

Mr.  Pickett.  I  do  concur  in  that  judgment,  sir.  And  that  is  one  of 
the  reasons  that  when  we  found  out  that  Justice  could  not  in  good 
conscience  go  ahead  and  prosecute  criminal  actions  on  these  par- 
ticular sets  of  circumstances,  on  the  use  of  the  correspondent  ac- 
count as  a  compensating  balance  for  personal  loans,  I  feel,  as 
Justice  does,  that  they  are  just  unable  to  make  a  successful  pros- 
ecution. 

Mr.  LaFalce.  Let  us  get  our  terms  clear  first.  Let  us  talk  about 
Calhoun  National  Bank,  and  then  let  us  talk  about,  oh,  Manny 
Hanny.  Can  we  put  a  tag  on  Calhoun?  Which  one  is  the  correspon- 
dent bank  and  which  one  would  be  the  other  bank,  and  what  tag 
do  we  put  on  it?  Manny  Hanny  would  be  the  correspondent  bank, 
right? 

Chairman  St  Germain.  I  think  we  should  tell  them  Manny 
Hanny  is  Manufacturers  Hanover  Trust. 

Mr.  LaFalce.  Is  it  correct  the  Manufuacturers  Hanover  Trust  in 
that  example  would  be  the  correspondent  bank? 

Mr.  Thompson.  Yes. 

Mr.   LaFalce.   What  would  we  call  Calhoun;  the  respondent? 

Mr.  Thompson.  They  used  to  call  them  that.  Now  they  just 
loosely  refer  to  it  as  the  correspondent  of  my  correspondent.  But  if 
you  want  to  define  terms 

Mr.  LaFalce.  It  does  make  it  difficult  to  discuss  the  issue  unless 
we  have  some  appropriate  titles,  definitions.  So  let  us  call  it  the 
correspondent  bank,  which  would  be  the  one  offering  the  services, 
and  the  respondent  bank,  the  one  receiving  the  services;  OK? 

Now  let  us  turn  to  section  656.  Now,  section  656  has  criminal 
sanction  insofar  as  individuals  are  concerned,  does  it  not?  Or  is  it 
also  criminal  sanctions  against  legal  persons? 

Mr.  Pickett.  It  applies  to  individuals. 

Mr.  LaFalce.  Fine.  So  we  are  talking  now  about  officers  of 
banks.  Apparently  the  only  hat  we  have  to  hang  on  is  the  willful 
misapplication,  so  we  would  be  talking  about  the  officer  of  a  bank 
willfully  misapplying  money;  correct? 

Mr.  Pickett.  That  is  correct. 

Mr.  LaFalce.  Now,  whose  money  would  it  be  willfully  misapply- 
ing; the  respondent  bank  or  the  correspondent  bank? 

Mr.  Pickett.  The  respondent  bank. 

Mr.  LaFalce.  OK. 
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What  are  the  elements  of  a  prosecutable  violation  that  would 
have  to  be  proven  against  the  officer  of  the  respondent  bank?  I 
would  like  you  to  go  into  not  only  the  question  of  intent,  but  I 
would  like  you  to  go  into  also  the  question  of  detriment  to  the 
bank.  And  I  think  the  question  would  be  detriment  to  the  respon- 
dent bank. 

Mr.  Pickett.  Well,  yes,  the  respondent  bank. 

The  three  main  elements  of  a  prima  facie  case  of  misapplication 
of  funds  is:  First,  the  accused  is  an  officer,  director,  agent,  or 
employee  of  an  insured  bank;  second,  that  the  accused  willfully 
misapplied  money,  funds,  assets,  or  securities  of  the  bank  entrusted 
to  the  bank's  care  and  custody;  third,  he  makes  this  willful  misap- 
plication with  intent  to  defraud  or  injure  the  bank — that  is,  the 
respondent  bank. 

Mr.  LaFalce.  Now,  what  I  have  a  problem  with  is,  let  us  suppose 
that  there  is  no  detriment  to  the  respondent  bank,  that  the  corre- 
spondent bank  gives  full  service  to  the  respondent  bank,  and  yet 
there  clearly  is  preferential  treatment  given  to  the  officer  of  the 
respondent  bank,  and  it  was  the  intent  of  the  officer  of  the  respon- 
dent bank  to  obtain  preferential  treatment,  but  the  correspondent 
services  he  gets  from  the  correspondent  bank  are  the  same  corre- 
spondent services  he  would  get  anyplace  else. 

Would  there  still  be  a  violation,  a  prosecutable  violation? 

Mr.  Pickett.  In  my  opinion,  there  would  not. 

Mr.  LaFalce.  So  if  we  could  show  that  the  correspondent  banks, 
regardless  of  the  willful  intent,  regardless  of  preferential  treat- 
ment, still  gave  adequate  services  under  the  terms  of  the  corre- 
spondent relationship,  there  would  be  no  prosecutable  violation? 

Mr.  Pickett.  I  assume  that  to  be  true. 

Mr.  LaFalce.  How  could  we  then  improve  the  law? 

Mr.  Pickett.  Are  you  talking  about  the  criminal  law? 

Mr.  LaFalce.  Yes,  the  criminal  law  first. 

Mr.  Pickett.  I  think  the  criminal  law  is  not  going  to  be  changed. 
You  are  always  going  to  have  those  elements  that  we  talked  about 
here. 

Mr.  LaFalce.  Then  I  would  make  this  suggestion  to  Mr.  Thomp- 
son: That  you  forget  about  referring  any  cases,  even  those  nine,  to 
the  Justice  Department,  because  I  doubt  that  in  any  instance  you 
are  going  to  be  able  to  find  the  services  not  being  given  by  the 
correspondent  bank  to  the  respondent  bank. 

Mr.  Thompson.  Sir,  I  have  a  duty. 

Mr.  LaFalce.  That  is  more  the  nature  of  a  question. 

Mr.  Thompson.  I  have  a  duty  and  a  responsibility  to  refer  any 
such  acts  to  the  U.S.  attorney. 

Mr.  LaFalce.  In  the  C£ises  where  you  have  referred  those  9 
referrals  and  part  of  that  250  referrals,  did  you  think  that  there 
was  detriment  to  the  respondent  bank? 

Mr.  Thompson.  Yes,  sir. 

Mr.  LaFalce.  How  so? 

Mr.  Thompson.  Because  excess  funds  were  generally  deposited  in 
the  correspondent  bank  and  were  not  available  for  utilization  as 
earning  assets  by  the  respondent  bank. 

Mr.  LaFalce.  OK.  Now,  that  is  a  very  important  question.  Then 
we  are  showing  detriment  to  the  respondent  bank. 
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Mr.  Thompson.  Yes,  sir. 

Mr.  LaFalce.  Usually  not  because  services  haven't  been  provided 
but  because  there  has  been  surplus  funds  for  those  services.  Now, 
how  do  we  measure  the  adequacy  of  the  balance  that  should  exist 
in  return  for  correspondent  services?  It  seems  to  me  that  is  a  very 
difficult  thing. 

Mr.  Thompson.  Yes,  sir.  This  is  a  judgment  factor  that  I  hope  we 
have  obtained  through  years  of  experience  in  analyzing  services 
performed,  and  in  some  cases,  whether  any  services  are  performed 
at  all,  and  can  make  that  decision  on  the  basis  of  the  individual 
case.  Also,  don't  overlook  the  fact  that  I  have  mentioned  earlier, 
that  nonmember  banks  have  to  keep  their  reserves  someplace. 

Mr.  LaFalce.  OK.  Let  us  posit  the  nonexistence  of  the  correspon- 
dent's service  even  though  there  is  a  correspondent  relationship.  It 
would  seem  to  me  that  then  the  correspondent  bank  is  a  party 
culprit.  What  criminal  sanctions  now  exist  for  the  correspondent 
bank  in  the  situation  I  have  posited? 

Mr.  Thompson.  I  have  not  made  exceptions.  I  have  reported 
them,  too. 

Mr.  LaFalce.  Yes,  I  know,  but  what  criminal  statute? 

Mr.  Pickett,  would  it  again  be  section  656? 

Mr.  Pickett.  They  are  under  section  656,  yes,  sir. 

Mr.  LaFalce.  Would  willful  misapplication  then  be  the  appropri- 
ate statutory  language? 

Mr.  Pickett.  Yes,  sir,  in  those  cases,  in  the  case  that  you  talked 
about  where  there  was  a  correspondent  account  placed  in  a  bank 
and  they  were  doing  no  services  for  the  bank.  And  we  have  had 
these  cases  and  referred  them,  where  there  were  no  services  per- 
formed. I  think  those  are  the  very  best  cases  we  have  had,  and  we 
have  referred  those,  and  only  one  conviction  on  that,  and  that  was 
a  case  in  Oklahoma. 

Mr.  LaFalce.  What  would  be  the  money  that  was  willfully  mis- 
applied then? 

Mr.  Pickett.  He  took  $30,000  in  this  particular  case. 

Mr.  LaFalce.  Would  it  be  the  loan  given  to  the  officer? 

Mr.  Pickett.  No,  the  misapplication  of  the  bank's  money  to  put 
in  another  bank. 

Mr.  LaFalce.  No,  that  is  the  respondent  bank.  I  am  now  going 
after  the  correspondent  bank.  If  the  correspondent  bank  is  not 
providing  services  to  the  respondent  bank,  how  do  we  go  after  the 
correspondent  bank? 

Mr.  Pickett.  I  don't  think  you  are  going  to  go  after  the  corre- 
spondent bank. 

Mr.  LaFalce.  Now,  I  have  just  been  told  by  Mr.  Thompson  that 
they  refer  the  correspondent  bank  for  criminal  prosecution. 

Mr.  Thompson.  Sir,  I  think  they  are  part  of  the  conspiracy  to 
defraud. 

Mr.  LaFalce.  So  you  get  them  on  conspiracy.  Now,  conspiracy  to 
what?  Conspiracy  to  violate  section  656?  Conspiracy  to  willfully 
misapply — is  that  it? 

I  have  to  ask  you  these  questions,  because  if  we  are  to  improve 
the  law,  we  have  to  know  what  you  are  doing  right  now,  and  we 
have  to  get  fairly  specific.  One  of  the  problems  that  has  existed  is 
we  have  not  gotten  specific  enough. 
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Mr.  Pickett.  I  know  of  no  case  where  we  have  referred  a  section 
656  case  violation  on  the  correspondent  bank. 

Mr.  LaFalce.  Now,  Mr.  Thompson,  you  just  testified  you  referred 
more  cases  with  correspondent  banks  than  with  respondents. 

Mr.  Thompson.  The  cases  that  we  normally  would  see  would 
emanate  with  the  respondent  bank  because  the  smaller  banks  are 
usually  the  respondents  of  the  correspondents,  and  these  are  the 
ones  that  we  supervise  as  nonmember  banks. 

Now,  if  I  need  to  correct  my  testimony,  what  I  am  saying  in  the 
U.S.  attorney  letter,  that  the  officer  or  director,  as  the  case  may  be, 
of  the  respondent  bank  is  utilizing  the  respondent  bank's  funds  to 
the  detriment  of  all  the  shareholders  of  the  bank. 

Also,  the  correspondent  bank  officers  who  participated  in  this 
were  accessories  to  this  act. 

Mr.  LaFalce.  Well,  it  seems  to  me  that  we  could  be  more  suc- 
cessful by  pursuing  civil  sanctions  as  opposed  to  criminal  sanctions, 
purely  as  a  practical  matter. 

Mr.  Thompson.  I  think  we  have  achieved  most  of  the  corrections 
through  moral  suasion  or  the  efforts  that  we  have  directed  in  this 
area. 

Mr.  LaFalce.  Well,  that  is  something  that  I  wonder  about. 

What  are  the  tools  that  you  have  to  correct  this  situation?  You 
can  issue  cease-and-desist  orders,  can  you  not? 

Chairman  St  Germain.  Excuse  me,  Mr.  LaFalce,  but  that  is  what 
we  have  in  the  bill  that  we  have  just  introduced,  additional  cease- 
and-desist  orders  to  the  individuals  involved. 

Mr.  LaFalce.  Yes,  the  Senate  passed  that.  I  realize  that.  But  the 
point  I  am  making  is  that  the  cease-and-desist  orders  would  have 
future  applicability;  correct?  I  mean,  they  are  not  going  to  give 
punishment  for  past  actions. 

Mr.  Thompson.  Well,  the  cease-and-desist  powers 

Mr.  LaFalce.  Cease  and  desist  means  don't  do  it  anymore. 

Mr.  Thompson.  No.  We  can  use  it  to  enforce  restitution. 

Mr.  LaFalce.  OK.  But  you  only  make  the  parties  whole,  so  to 
speak.  You  make  them  do  retroactively  what  they  should  have 
done  to  begin  with.  But  they  are  in  no  worse  position,  given  your 
present  sanctions,  for  having  violated  the  law,  and,  therefore,  I  am 
wondering  if  there  is  adequate  deterrent  under  your  present  sanc- 
tions, and  I  am  wondering  whether  simply  enabling  you  to  give 
cease-and-desist  orders  against  the  individuals,  which  we  cannot  do 
right  now,  as  opposed  to  the  institutions,  is  adequate. 

Mr.  Pickett.  It  is  my  understanding,  sir,  that  under  the  present 
state  of  the  law,  that  under  section  8(b)  the  regulatory  agencies  are 
being  given  the  right  to  fine  the  bank — impose  fines  on  the  banks 
and  even  officers  for  continuing  a  practice  like  this. 

Mr.  LaFalce.  What  fines  can  be  imposed  upon  whom,  banks 
and/or  officers,  for  what  violations  involving  this  correspondent 
relationship? 

Mr.  Pickett.  As  of  now,  as  I  understand  it,  none. 

Mr.  LaFalce.  Well,  that  just  contradicts  what  I  just  heard. 

Chairman  St  Germain.  He  said  in  the  bill  we  are  considering  we 
include  these  sanctions. 

Mr.  LaFalce.  I  don't  think  he  said  that.  I  doubt  that  he  saw  the 
bill  that  was  introduced  yesterday. 
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Mr.  Pickett.  Sir,  this  has  been  talked  about  for  some  time.  I  am 
aware  of  what  is  generally  in  this  bill,  and  that  was  one  of  the 
things  that  the  Corporation  has  asked  for. 

Mr.  LaFalce.  Fine. 

Well,  I  think  my  time  has  expired. 

Chairman  St  Germain.  Gentlemen,  I  think  there  is  one  factor 
that  has  not  been  discussed  here  that  we  should  not  lose  sight  of. 
When  funds  are  placed  by  a  respondent  bank  in  a  correspondent 
bank  and  in  return  they  get  some  loans  that  they  ordinarily  would 
not  get,  and  that  is  the  reason  for  the  relationship,  is  this  not 
prejudicial  and  harmful  as  far  as  competition  is  concerned  by  other 
potential  correspondent  banks  who  would  not  accede  to  this  type  of 
relationship,  where  they  would  provide  loans  to  officers  and  boards 
of  directors  or  members  of  boards  of  directors?  Doesn't  that  hurt 
other  correspondent  banks  by  saying:  If  we're  going  to  maintain  a 
balance  at  bank  X  because  bank  X  is  going  to  give  me,  the  presi- 
dent, a  loan  that  I  would  not  otherwise  get,  whereas  bank  Y  won't 
doit? 

Mr.  Thompson.  I  think  you  made  that  as  a  statement,  Mr.  Chair- 
man, and  I  would  agree  with  it. 

Chairman  St  Germain.  Thank  you. 

Mr.  Cavanaugh? 

Mr.  Cavanaugh.  Well,  having  missed  most  of  the  hearings  I  am 
reluctant  to  ask  any  questions.  I  would  like  maybe  to  pursue  that  a 
little  bit,  though,  and  just  on  a  broader  spectrum,  who  is  injured  by 
these  transactions?  What  is  the  nature  of  the  injury? 

To  a  certain  extent  you  have  professional  courtesy  in  very  many 
other  areas.  There  is  an  analogy  there.  But  I  would  like  to  have 
you  express  yourself  on  the  nature  of  the  injury  that  transpires  in 
the  preferential  treatment. 

Mr.  Thompson.  There  is  normally,  using  depositors'  funds,  in 
those  areas  that  you  mentioned,  none. 

The  way  I  view  it  is  that  if  the  banks  are  keeping  reserves  in 
excess  of  that  which  is  required  to  either  support  the  legal  reserve 
requirements  of  the  State  or  the  services  being  performed,  if  the 
excess  reserves  are  maintained  to  support  the  loan,  so  to  speak, 
then  this  is  clearly  to  the  detriment  of  the  other  shareholders  of 
the  bank  who  are  not  able  to  realize  either  from  appreciation  at 
book  value  or  from  dividends  the  earnings  which  could  have  been 
derived  by  placing  those  excess  cash  reserves  into  investments. 

Mr.  Cavanaugh.  So,  first,  the  shareholders  are  injured. 

Mr.  Thompson.  Yes,  sir. 

Mr.  Cavanaugh.  And  then  the  depositors  also  suffer,  I  assume. 

Mr.  Thompson.  Well,  the  depositors  would  suffer  to  the  extent 
that  the  bank  might  not  be  employing  its  funds  to  the  best  utiliza- 
tion of  the  community  in  which  it  is  located.  A  bank  has  a  duty  to 
do  this,  it  is  my  understanding. 

Mr.  Cavanaugh.  Well,  it  has  no  legal  duty  to  do  that. 

Mr.  Thompson.  No,  sir.  But  as  a  regulated  environment  and  a 
protected  environment  and  so  forth,  I  believe  this  has  long  been 
accepted,  that  this  is  one  of  the  basic  purposes  of  banking. 

Mr.  Cavanaugh.  Well  let  me  ask  you:  Should  that  be  a  legal 
duty?  Should  we  impose  some  standard  upon  banks  that  they  use 
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their  funds  in  a  manner  most  beneficial  to  the  community  in  which 
they  derive  their  deposits? 

Mr.  Thompson.  I  should  not  have  opened  that  up.  I  think  the 
vast  majority  of  banks  are  attempting  to  employ  the  funds  to  the 
best  utilization  of  the  community. 

Mr.  Cavanaugh.  Well,  perhaps  that  would  be  an  argument  for 
making  it  a  legal  obligation,  because  if  the  majority  are,  then  we 
are  only  finding  a  minority  that  are  offending  that  commonly 
accepted  standard.  If  we  made  it  a  universal  standard,  we  would 
then  have  none. 

Do  you  agree  or  disagree? 

Mr.  Thompson.  Well,  we  again  are  getting  into  some  philosophi- 
cal discussions. 

Mr.  Cavanaugh.  Well,  do  you  agree  or  disagree  with  the  state- 
ment? 

Mr.  Thompson.  That  there  should  be  a  statutory  provision  to 
require  banks  to  employ  the  funds  which  would  be  for  the  best  use 
of  the  community? 

Mr.  Cavanaugh.  Right. 

Mr.  Thompson.  Well,  I  can  see  difficulties  with  that.  For  exam- 
ple, in  times  of  national  economic  stress,  banks  should  be  the 
biggest  supporters  of  the  debt  of  the  Federal  Government  or  one  of 
the  biggest  supporters.  There  might  be  occasions  where  the  States 
would  need  funds.  I  would  think  it  would  be  hard  to  legislate  in 
this  area. 

Mr.  Cavanaugh.  I  have  no  further  questions,  Mr.  Chairman. 

Chairman  St  Germain.  I  would  just  observe  that  when  the  bank 
applies  for  its  charter,  one  of  the  points  included  there  is  the  fact 
that  there  is  a  need  in  the  community  to  be  filled,  and  the  poten- 
tial banker  says,  "We  are  going  to  fill  that  need,"  and  I  think  that 
in  an  area  where  the  regulators  here  can  serve  this  well  is  when  a 
bank  applies  for  a  branch.  Of  course,  that  doesn't  exist  in  Texas, 
but  in  areas  where  branching  is  permitted,  that  before  a  branch  is 
approved,  they  should  satisfy — this  we  could  do,  Mr.  Cavanaugh — 
they  should  satisfy  the  regulator  that,  in  fact,  they  are  serving  that 
community's  needs. 

Mr.  Cavanaugh.  Similar  to  an  FCC  requirement  of  a  continuing, 
ongoing  justification  of  the  original  criteria  for  the  granting  of  the 
license? 

Chairman  St  Germain.  Right.  That  is"  the  theory. 

Mr.  Leach? 

Mr.  RoussELOT.  Will  the  gentleman  yield  briefly? 

Mr.  Leach.  Yes. 

Mr.  Rousselot.  Mr.  Chairman,  I  ask  unanimous  consent  to  insert 
a  statement  by  Congressman  Charles  E.  Grassley. 

Chairman  St  Germain.  Could  I  reserve,  until  I  take  a  look  at  the 
statement  to  see  if  it  applies? 

Mr.  Rousselot.  It  does  apply. 

Chairman  St  Germain.  Based  on  your  statement,  certainly,  with- 
out objection. 

[The  statement  referred  to  of  Congressman  Charles  E.  Grassley 
of  Iowa  follows:] 
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Remarks  of  Congressman  Charles  E.  Grassley,  a  Representative  in 
Congress  From  the  State  of  Iowa 

Mr.  Chairman,  I  would  like  to  thank  you  for  allowing  me  to  participate  in  these 
important  hearings  on  Mr.  Lance's  banking  practices  and  your  newly  introduced 
"Safe  Banking  Act  of  1977." 

I  find,  after  reviewing  Title  8  of  the  draft  legislation  entitled  "Extensions  of 
Credit  and  Correspondent  Balances"  that  I  have  certain  reservations  about  an 
outright  prohibition  of  loans  from  correspondent  banks  to  bank  officers,  directors,  or 
stocWiolders  with  5  percent  or  more  interest  of  any  class  of  voting  securities.  I 
would  hope  that  the  Subcommittee  could  have  the  benefit  of  banking  industry 
comments  before  such  loans  are  prohibited. 

The  problem  in  the  past  has  been  that  the  Justice  Department  has  been  unable  to 
gather  enough  evidence  to  attempt  prosecution  of  abuses  of  correspondent  relation- 
ships. However,  if  the  burden  were  placed  on  the  bank  opening  the  correspondent 
account  to  keep  a  balance  in  the  correspondent  bank  commensurate  with  the 
services  received,  I  believe  that  the  potential  for  abuse  could  be  removed.  This 
would  require  that  correspondent  banks  place  a  dollar  amount  on  the  services 
provided  along  with  accurate  accounting  procedures  to  indicate  when  correspondent 
account  balances  are  excessive.  It  is  my  understanding  that  the  larger  correspon- 
dent banks  already  maintain  their  accounts  in  this  manner  so  that  the  additional 
paperwork  burden  would  be  minimal.  With  the  Chairman's  permission,  I  would  like 
to  tender  substitute  language  for  Title  8  when  the  Subcommittee  marks  up  the 
"Safe  Banking  Act." 

Mr.  Leach.  Mr.  Davis,  would  you  agree  that  one  of  the  primary 
goals  of  the  bank  examination  process  is  to  protect  minority  stock- 
holders? 

Mr.  Davis.  One  of  the  primary  purposes  of  bank  examination? 

Mr.  Leach.  Yes,  sir. 

Mr.  Davis.  The  primary  purposes  of  bank  examination,  physical 
examination  of  an  institution  is  to  determine  the  quality  of  the 
bank's  management,  its  acceptability  and  appropriateness  of  their 
policies,  the  quality  of  the  bank's  investments,  and  the  adequacy  of 
the  capital  protection  available  for  depositors. 

That  is  the  purpose  of  the  examination  that  is  done  by  a  field 
examiner. 

I  might  add,  in  my  personal  opinion,  that  the  supervisory  role 
includes  an  examination  of  the  fairness  to  minority  shareholders. 

Mr.  Leach.  I  might  cite,  in  this  regard,  page  213  of  banking 
studies  prepared  by  the  Board  of  Governors  of  the  Federal  Reserve 
System,  which  states  that  one  of  the  five  reasons  examinations  are 
conducted  is  to  protect: 

The  stockholder  who  invests  in  the  banking  business  in  the  hope  that  this  money 
will  bring  a  return  as  a  result  of  successful  banking  operations,  will  not  have  to  be 
used  to  absorb  losses. 

In  this  regard,  would  you  agree  that  the  use  of  bank  funds  for 
political  purposes,  for  example,  airplane  usage  in  campaigns,  re- 
duces earnings  to  the  bank  as  a  whole  and  therefore  may  jeopar- 
dize the  earnings  for  all  shareholders,  including  those  in  the  minor- 
ity. 

Mr.  Davis.  Since  it  would  not  be  a  bank-related  expense  for 
operations,  it  would  reduce  bank  earnings. 

Mr.  Leach.  In  your  district,  in  the  Chicago  area,  is  there  known 
to  be  wide  problems  in  the  use  of  bank  airplanes  for  political 
purposes? 

Mr.  Davis.  I  know  of  no  instances  that  have  come  to  our  atten- 
tion. 
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Mr.  Leach.  I  recognize  that  you  did  not  examine  the  First  Na- 
tional Bank  of  Chicago  since  it  is  a  national  bank.  But  out  of 
reputation,  do  you  know  of  it  ever  having  used  an  airplane  for 
political  purposes? 

Mr.  Davis.  No,  sir. 

Mr.  Leach.  Well,  I  might  point  out,  in  this  regard,  that  yesterday 
it  was  revealed  that  Mr.  Jody  Powell  of  the  White  House  staff  has 
accused  Senator  Percy  of  using  an  airplane  for  political  purposes  of 
the  First  National  Bank  of  Chicago.  Senator  Percy  is  a  controver- 
sial leader,  obviously,  in  his  own  party  as  well  as  in  the  country. 
But  I  think  that  efforts  by  the  White  House  to  smear  a  man  of  his 
character  is  all  too  reminiscent  of  efforts  of  a  previous  administra- 
tion to  smear  the  character  of  other  political  leaders;  this  is  a  deep 
embarrassment  to  the  country.  If  we  are  seeing  the  development  in 
the  White  House  today  of  a  super-sensitive,  super-loyalists'  kind  of 
"Georgia  Mafia,"  then  I  think  it  should  be  no  less  tolerated  than 
the  California  Mafia  was  4  years  ago.  The  tactic  of  attacking  one 
individual  in  order  to  protect  another  is  reprehensible. 

In  any  respect,  getting  back  to  the  use  of  bank  funds  for  political 
purposes,  would  you  agree  that  in  some  instances  when  an  individ- 
ual places  a  correspondent  balance  at  a  bank  that  therefore  this 
might  make  the  other  bank  more  willing  to  consider  making  loans 
to  the  individual  responsible  for  placing  the  balance?  For  example, 
more  willing  to  make  political  loans  to  a  campaign  which  a  bank 
official  may  be,  himself,  part  of,  or  to  a  campaign  which  the  official 
might  be  supporting? 

Mr.  Davis.  Are  we  basing  this  on  strictly  the  fact  that  there  is  a 
correspondent  relationship  in  the  placing  of  the  account? 

Mr.  Leach.  Yes. 

Mr.  Davis.  I  would  say  that  would  not  necessarily  be  true  that 
they  would  feel  obligated  to  carve  out  any  preferential  treatment. 

Mr.  Leach.  Would  you  agree  that  funds  placed  in  noninterest- 
bearing  accounts  deprives  shareholders  of  the  ability  to  earn  a 
return  on  those  funds? 

Mr.  Davis.  Would  you  be  talking  about  noninterest-bearing  ac- 
counts other  than  those  funds  necessary  to  meet  reserve  require- 
ments in  normal  activities? 

Mr.  Leach.  Yes,  sir. 

Mr.  Davis.  Yes,  sir,  they  would  be  depriving  shareholders  of 
earnings. 

Mr.  Leach.  What  I  am  getting  at  in  part  is  that  if  there  is  a 
violation  of  normal  banking  principles,  to  whom  does  the  FDIC 
turn,  or  to  whom  would  a  bank  regulatory  agency  turn,  and  do  you 
consult  with  either  State  or  Federal  securities  agencies  with  re- 
spect to  possible  problems  of  this  nature? 

Mr.  Davis.  Are  you  speaking  with  regard  to  correspondent  rela- 
tionships? 

Mr.  Leach.  Yes,  sir. 

Mr.  Davis.  We  would  consult  with  whom,  sir? 

Mr.  Leach.  Either  State  or  Federal  securities  regulators,  on  the 
basis  that  minority  shareholders  are  getting  an  unfair  return  on 
their  investments? 

Mr.  Davis.  I  have  never  done  that,  sir. 
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Mr.  Leach.  I  might  argue  that  bank  officers  and  directors  are 
trustees  for  the  depositors,  but  they  are  also  trustees  for  the  minor- 
ity shareholders,  and  I  would  like  to  request  unanimous  consent  of 
the  chairman  to  place  in  the  record  a  statute  of  the  State  of 
Georgia,  which  indicates  that  large  overdrafts  are  a  violation  of 
State  law  and  that  they  are  subject  to  penalties  of  up  to  1  year  in 
State  prison. 

Mr.  Cavanaugh  [presiding].  Do  you  have  specific  statutory  refer- 
ence? 

Mr.  Leach.  Yes,  I  do.  It  is  title  41A,  section  2212  of  the  Code  of 
Georgia,  annotated. 

Mr.  Cavanaugh.  If  there  is  no  objection,  then,  the  cited  statute 
will  be  placed  in  the  record. 

[The  excerpt  from  the  Code  of  Georgia,  annotated,  submitted  by 
Congressman  Leach  follows:] 
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j53  FINANCIAL  INSTITUTIONS  §  41A-2212 


41A-2212    Financing  involving  directors  or  officers 

(a)  Except  as  provided  in  subsection  (b),  a  bank  or  trust  company 
shall  not  make  loans  or  otherwise  extend  financing  to  one  of  its 
directors  or  officers  which  in  aggregate  amount  exceeds  the 
principal  sum  of  $5,000. 

(b)  A  bank  or  trust  company  may,  subject  to  other  restrictions 
imposed  by  law  or  its  articles  or  bylaws,  make  loans  to  a  director 
or  ofTicer  without  regard  to  the  limitation  of  subsection  (a)  if  each 
such  loan  is  approved  in  advance  by  the  board  of  directors  or  a 
committee  thereof  authorized  to  act  for  the  board,  and  if  each  such 
loan  is  either: 

(1)  secured  by  deposits  in  the  bank  or  trust  company,  or  cash 
surrender  value  of  life  insurance  in  an  amount  equal  to,  or  by  other 
collateral  with  a  market  value  of  at  least  20  per  cent,  more  than, 
the  amount  of  the  loan; 

(2)  conforms  with  the  requirements  of  a  real  estate  loan  under 
section  41A-1307  and  regulations  issued  pursuant  thereto  and  is: 

(i)  secured  by  a  first  priority  mortgage  or  security  deed  on  the 
home  of  such  officer  or  director;  or 

(ii)  guaranteed,  or  is  one  for  which  a  written  commitment  to 
guarantee  has  been  made,  by  the  Veterans  Administration 
pursuant  to  the  Veterans'  Benefit  Act;  or 

(iii)  insured,  or  is  one  for  which  a  written  commitment  to  insure 
has  been  issued,  pursuant  to  national  housing  legislation; 

(3)  an  extension  of  credit  not  at  any  time  exceeding  $10,000  for 
the  purpose  of  financing  the  education  of  a  child  or  children  of  a 
director  or  officer; 

provided  that  no  director  shall  be  eligible  to  vote  on  a  loan  to 
himself  under  this  subsection. 
(Acts  1974,  pp.  705,862.) 

Comment 

This  provision  relaxes  restrictions  on  loans  to  bank  officers,  directors,  agents 
and  employees.  Sections  13-2012  and  13-2013  of  the  former  Banking  Code  required 
all  such  loans  to  be  approved  by  the  board  of  directors  and  to  be  amply  secured 
except  indebtedness  of  less  than  $1,000  arising  from  the  acquisition  of  accounts 
or  under  credit  card,  check  credit  or  similar  plans.  This  provision  applies  such 
restrictions  only  to  directors  and  officers  and  would  allow  loans  to  these  officials 
of  up  to  $5,000  without  such  formalities.  All  indebtedness  above  the  $5,000  level 
would  have  to  be  approved  by  the  board,  and  secured  with  at  least  a  20  per  cent, 
margin  except  for  designated  home  or  educational  loans.  The  provision  represents 
a  compromise  between  the  very  restrictive  attitude  of  former  Georgia  law  and 
a  more  liberal  Pennsylvania  approach.  See  Pa.  Stat.  Ann.  Tit.  7,  Sec.  1415. 
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Mr.  Leach.  Thank  you. 

It  just  seems  to  me  that  perhaps  the  bank  regulatory  process  has 
not  been  adequately  tuned  in  to  protection  of  minority  stockholder 
needs  and  that  both  with  regard  to  the  National  Bank  of  Georgia 
which  sold  capital  stock  on  August  16,  1976,  and  to  the  fact  that  in 
many  situations  in  smaller  bank  functions  the  president  of  the 
bank  serves  basically  as  the  maker  of  the  market  for  the  buying 
and  selling  of  stock,  you  could  have  very  serious  disclosure  prob- 
lems. 

I  would  like  to  inquire,  Mr.  Davis,  if,  in  general,  as  a  bank 
examiner,  if  you  look  at  the  records  of  the  bujdng  and  selling  of 
stock,  with  regard  to  transactions  that  principals  in  that  bank 
might  be  a  part  of 

Mr.  Davis.  We  do  very  definitely,  sir.  We  have  outstanding 
instructions  to  our  examiners  that  they  are  to  determine  in  each 
examination  the  practice  being  followed  by  the  bank  with  regard  to 
the  purchase — ssde  and  purchase  of  the  bank's  own  shares. 

This  is  monitored  through  an  investigation  of  the  stock  register 
which  would  note  any  changes  in  the  bank's  stock,  and  it  is  looked 
at  very,  very  closely;  and  anything  that  appears  irregular  or  un- 
usual would  be  discussed.  And  if  the  explanation  was  not  satisfac- 
tory, it  would  be  referred  to  the  regional  office  and  it  would  be 
reviewed  at  that  level.  We  have  had  occasions  of  advising  our 
Washington  office  of  instances  in  which  things  perhaps  should 
have  been  referred  to  the  SEC. 

Mr.  Leach.  Do  you  coordinate  with  State  securities  authorities  in 
this  regard? 

Mr.  Davis.  I  don't  believe  so,  sir;  not  at  that  particular  time 
when  we  are  conducting  our  investigation  and  our  reporting. 

Mr.  Leach.  Thank  you. 

I  have  no  further  questions. 

Chairman  St  Germain  [presiding].  All  right,  Mr.  Mattox? 

Mr.  Mattox.  Mr.  Pickett,  when  you  were  in  the  process  of 
making  your  statement,  you  interrupted  your  statement.  You  said 
when  you  arrived  in  Dallas  in  1972,  you  found — and  by  the  tone  of 
your  voice — I  thought  you  were  going  to  say  something  of  general 
amazement.  Do  you  recall  what  you  were  going  to  say  that  you 
found,  something  concerning  the  banking  practices  there? 

Mr.  Pickett.  Sir,  I  found,  when  I  went  to  Dallas — and  I  knew  it 
somewhat  before  I  went  down  there — that — I  entirely  agreed  with 
Mr.  Thompson — that  there  were  probably  at  that  time  300  or  400 
banks — it  was  a  way  of  life — the  use  of  the  correspondent  account 
as  a  compensating  balance  for  personal  loans. 

Mr.  Mattox.  The  bankers,  you  mean? 

Mr.  Pickett.  Yes,  sir. 

Mr.  Mattox.  And  it  is  your  testimony  today  that  you  managed  to 
stop  most  of  that  in  Dallas,  now,  or  in  the  Dallas  region? 

Mr.  Pickett.  In  the  Dallas  region,  it  is  very  seldom  now  that  we 
see  loans  coming  through  to  bankers  from  their  correspondent 
banks  that  do  not  carry  at  least  a  prime  rate  or  2  points — 2  percent 
above  prime.  We  see  no  more,  or  very  few,  of  any  loans  at  3,  4,  and 
5  percent  to  bankers  for  their  personal  stock  loans. 

Mr.  Mattox.  The  other  day  I  was  questioning  some  of  the  other 
witnesses.  They  were  actually  from  the  Calhoun  National  Bank,  I 
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think.  And  I  was  saying  that,  to  my  own  personal  knowledge,  it 
was  not  unusual,  prior  to  1972,  particularly,  in  my  region,  which  I 
happen  to  be  from  Dallas,  to  know  of  officers  of  banks  borrowing 
money  at  below  prime  rate,  2  or  3  percent. 

But  it  is  your  testimony  today  that  it  is  not  unusual  to  find 
bankers  borrowing  money  from  correspondent  banks  where  the 
interest  rate  is  at  the  prime  rate. 

Mr.  Pickett.  Or  better. 

Mr.  Mattox.  But  it  is  not  unusual  at  the  prime  rate. 

Mr.  Pickett.  I  think  most  of  them  are  in  excess  of  prime. 

Mr.  Mattox.  There  is  another  thing  that  concerns  me.  We  have 
talked  about  bankers  borrowing  from  other  banks.  Now,  let  us  talk 
about  bankers  attempting  to  attract  accounts  into  their  banks,  and 
the  situation  where  a  major  corporation  has  an  account  in  a  bank 
and  then  the  officers  of  that  particular  corporation  then  borrow 
money  from  the  bank:  Did  you  find  that  prior  to  1972,  the  interest 
rates  that  were  being  charged  were  substantially  below  the  prime 
rate?  Has  that  circumstance  changed  in  any  way  now,  or  are  you 
aware  of  the  circumstances? 

Mr.  Thompson.  If  I  may  respond  to  that,  Mr.  Mattox.  As  you 
know,  we  examine  the  smsdler  banks,  and  as  a  general  rule  they  do 
not  have  the  large  corporate  accounts,  and  most  of  the  borrowings 
of  the  nature  that  you  described  would  probably  be  from  the  larger 
banks.  So,  we  do  not  have  the  experience  in  this  area. 

Now,  we  have  also  noticed,  in  general,  there  has  been,  since  the 
public  became  aware  through  the  efforts  of  Congress,  through  the 
efforts  of  the  supervisory  authorities,  there  has  been  a  general 
awareness  in  the  past  10  years  that  preferential  treatment  was  not 
the  proper  course  of  action.  And  there  has  been  continued  improve- 
ment in  this  regard. 

Mr.  Mattox.  It  is  your  testimony  that  you  really  can't  testify  as 
to  the  kind  of  treatment  that  is  happening  now  in  major  corpora- 
tions where  the  major  corporations  maintain  substantial  noninter- 
est-bearing  accounte  in  the  bank,  what  interest  rates  they  are 
being  provided  with? 

Mr.  Thompson.  Yes,  sir. 

Mr.  Mattox.  I  wish  you  could  give  me  that  testimony.  I  am  sorry 
you  can't.  It  is  my  understanding  that  the  practice  is  still  continu- 
ing, not  particularly  below  prime,  but  loans  at  the  prime  interest 
rate  are  a  very  common  tjqje  of  circumstance,  even  at  times  when 
the  officers  themselves  may  not  have  the  justifiable  financial  cir- 
cumstances to  warrant  that. 

Mr.  Thompson.  Well,  I  would  think  that  members  of  the  Comp- 
troller of  the  Currency  staff  and  the  Federal  Reserve  would  be 
much  more  qualified  to  answer  that. 

Mr.  Mattox.  I  thought  that  was  the  case,  too,  and  I  asked  them 
about  it,  and  they  seemed  to  profess  no  real  knowledge  of  it  and  no 
basic  understanding  of  it.  And  I  told  them  I  was  somewhat  amazed. 

Let  me  ask  you  about  overdrafts.  Could  you  tell  me  what  the 
situation  is  with  overdrafts  among  small  banks  today,  particularly 
in  smaller  communities  or  even  in  metropolitan  areas  where  you 
have  got  well-known  clientele?  Could  you  tell  me  what  the  circum- 
stances are  there? 
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Mr.  Thompson.  Are  you  relating  those  to  bank  officers  and  direc- 
tors or  to  the  chentele? 

Mr.  Mattox.  Both.  I  am  just  interested  in  what  kind  of  special- 
ized treatment  might  be  going  to  the  bank  officers  and  also  to  the 
regular  clientele. 

Mr.  Thompson.  As  I  testified  earlier,  we  do  not  find  the  over- 
drafts to  be  a  significant  problem  of  the  officers  and  directors  of 
the  bank,  and  I  qualify  that  by  saying  perhaps  because  they  could 
borrow  from  the  individual  banks  this  could  be 

Mr.  Mattox.  From  the  State  banks? 

Mr.  Thompson.  Yes,  sir,  from  the  State  nonmember  banks.  Now, 
I  think  in  most  cases  that  you  will  find  that  the  banks  will  permit 
overdrafts  in  the  accounts  of  certain  customers — and  these  custom- 
ers being  those  which  have  demonstrated  financial  capacity  by  the 
fact  that  they  have  paid  previous  overdrafts  of  this  nature.  And  in 
the  small  communities,  as  you  well  know,  the  banker  knows  every- 
one in  the  community,  and  if  he  is  reasonably  confident  that  he 
will  receive  the  funds  from  that  overdraft,  he  will  go  ahead  and 
permit  the  account  to  be  overdrawn. 

Mr.  Mattox.  Do  you  find  that  the  overdrafts  are  made  on  the 
basis  of  prior  existing  agreement  between  the  banker  and  the  bank 
customer,  or  do  you  just  think  it  is  an  understanding  among  the 
community? 

Mr.  Thompson.  I  think  it  is  more  understood  in  the  community, 
and  you  would  not  find,  except  in  certain  cases  where  they  adver- 
tised that  you  can  overdraw  your  account  at  a  specific  rate  of 
interest — I  mean,  that  is  just  another  way  of  borrowing  money. 

Mr.  Mattox.  Well,  do  you  think  we  should  require — as  a  part  of 
the  banking  legislation — some  prior  agreement  on  overdrafting 
before  the  bank  officers  could  allow  it? 

Mr.  Thompson.  This  is  another  judgment  that  the  Congress 
would  have  to  make  insofar  as  another  recordkeeping  requirement 
on  the  15,000  banks  in  the  country. 

Mr.  Mattox.  Do  you  feel  that  would  be  sufficient?  Do  you  think 
it  is  warranted? 

Mr.  Thompson.  Well,  as  I  testified  earlier,  sir,  we  have  not  seen 
that  to  be  that  much  of  a  problem  in  the  banks  under  my  supervi- 
sion. 

Mr.  Davis.  If  I  could  just  add  a  comment  sir,  most  States  have 
either  laws  on  their  books  prohibiting  overdrafts  to  directors  and 
officers,  or  they  have  requirements  for  prior  approval  by  the  exist- 
ing board  of  directors  and  maybe  with  or  without  certain  types  of 
limitations. 

Mr.  Mattox.  That  was  one  of  the  principal  problems,  of  course, 
that  has  come  out  in  the  Bert  Lance  affair — the  substantial  over- 
drafts of  Mr.  Lance  and  his  family.  I  am  just  curious  as  to  whether 
we  need  legislation  to  try  to  cure  that. 

OK,  let  me  pursue  another  line  of  questioning. 

When  you  spoke  earlier  about  the  bank  situation  where  the  bank 
charters  are,  in  effect,  granted  because  of  community  need  and 
that  is  one  of  the  requirements  for  the  issuance  of  a  bank  charter, 
and  you  said  you  felt  that  the  banks  should  have  an  obligation 
basically  to  serve  the  community  around  them.  Do  you  think  that 
the  problem  now  centers  on  the  basis  on  which  the  bank  is  char- 
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tered?  Unfortunately,  there  does  not  appear  to  be  a  provision  to 
revoke  a  bank  charter  when  it  ceases  servicing  the  needs  of  the 
community,  as  in  an  FCC  type  case.  Do  you  think  that  that  would 
be  too  much  of  a  burden — to  require  the  review  of  bank  charters  to 
determine  whether  they  are  actually  serving  the  community  in 
which  they  are  located? 

Mr.  Thompson.  Well,  in  the  past — and  speaking  from  a  historical 
basis  we  have  found  that  if  the  banks  are  not  serving  the  particu- 
lar community,  then  another  bank  charter  will  be  granted  as  a 
result  of  the  demand  for  the  banking  services  which  are  not  being 
offered  or  performed  by  the  existing  banks,  and  that  has  the  gener- 
al effect  of  improving  the  services  of  both  institutions. 

Mr.  Mattox.  Well,  that  is  a  good  theory,  but  I  know  we  have 
continued  to  do  studies,  particularly  on  the  concept  of  redlining, 
when  loans  are  not  made  in  the  community  from  where  the  money 
is  coming,  particularly  in  inner-city  areas  which  I  happen  to  repre- 
sent. It  doesn't  seem  to  make  any  difference  how  many  bank 
charters  we  get  in  there;  we  can't  seem  to  get  any  of  the  banks  to 
make  any  loans  on  any  of  those  houses,  I  m  just  concerned  that 
maybe  we  ought  to  start  trying  to  review  bank  charters  and  to 
require  those  kind  of  activities.  That  is  just  a  feeling  of  my  own. 

There  is  a  provision  in  the  bill  that  we  are  considering  that 
would  reduce  insider  loans  to  a  maximum  of  5  percent  of  the 
capital  account.  Therefore,  any  one  insider  could  not  have  a  loan  in 
excess  of  5  percent  of  capital  accounts. 

Do  you  think  that  a  provision  like  that  would  cause  a  substantial 
problem  to,  particularly,  smaller  banks  in  smaller  communities,  if 
a  5-percent  limitation  was  placed  on  the  bank? 

Mr.  Thompson.  As  to  the  way  banks  are  being  operated  today,  it 
would  probably  cause  a  change  in  the  way  the  borrowing  require- 
ments— that  the  directors,  especially,  in  a  one-bank  community, 
that  they  would  have  to  go  to  other  banks  in  order  to  obtain  their 
credit  needs.  I  would  think  that  this  deserves  very  careful  consider- 
ation. 

Mr.  Mattox.  Well,  when  you  say  "very  careful  consideration,"  do 
you  mean  careful  consideration  in  favor  or  careful  consideration 
against?  I  mean,  for  us  studying  the  legislation  we  need  a  little 
more  direction. 

Mr.  Davis.  One  thing,  I  think,  that  should  be  noted  is  that  many 
of  the  respected  and  very  capable  persons  in  the  community  are 
asked  and  do  serve  as  directors  of  these  small  banks,  and  like  Mr. 
Thompson  mentioned,  in  one-  or  two-bank  towns.  I  think  they  are 
also  substantial  businessmen.  The  5-percent  limitation  would  cer- 
tainly be  to  their  disadvantage  and  might  be  a  convincing  argu- 
ment that  serving  on  the  board  of  directors  would  severely  handi- 
cap their  other  endeavors,  and  they  would  probably  think  very 
seriously  about  leaving  the  board  of  directors  and  restoring  the 
lending  limitations  to  themselves  in  their  particular  community. 

Mr.  Mattox.  Just  to  escape  the  5-percent  limitation? 

Mr.  Davis.  Yes,  sir. 

Mr.  Mattox.  Is  that  basically  your  answer,  also,  Mr.  Thompson? 

Mr.  Thompson.  Yes,  sir, 

Mr.  Mattox.  Let  me  ask  you  one  more  question. 
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The  bill  provides  for  a  basic  margin-type  provision  that  says  you 
can't  buy  one  of  these  100-percent  rent-a-bank  schemes  like  we 
have  had  down  in  Texas  where  you  go  borrow  all  the  money  from 
the  bank  to  buy  the  bank.  Now,  if  we  were  to  put  in  a  provision 
that  required  that  you  had  to  come  up  with  50  percent  of  the 
capital  and  you  could  borrow  50  percent — that  would  be  a  pretty 
substantial  impact  upon  what  is  happening  right  now.  What  do  you 
think  about  that  50-percent  margin  provision? 

Mr.  Thompson.  Without  speaking  to  the  actual  50  percent,  I  have 
long  felt  that  the  investors  in  banks  should  place  some  of  their  own 
money  at  risk  rather  than  just  simply  signing  a  note,  so  to  speak.  I 
suppose,  technically,  that  is  at  risk,  but  I  have  found  that  if  they 
do  invest  a  substantial  amount  of  their  own  funds,  they  are  much 
more  interested  in  the  successful  operation  of  the  bank. 

A  number  of  years  ago,  insofar  as  new  banks  are  concerned,  we 
instituted  the  policy  that  each  of  the  shareholders  of  a  new  bank 
should  not  borrow  in  excess  of  75  percent  of  the  cost  of  the  new 
bank,  and  in  the  aggregate,  not  over  50  percent.  This  seems  to 
work  fairly  well. 

Mr.  Mattox.  You  say  you  have  instituted  that? 

Mr.  Thompson.  Yes,  sir. 

We  have  suggested  that  this  would  be  at  least  a  proper  course  of 
action  for  the  proponents  of  the  new  banks  to  take. 

Mr.  Mattox.  I  think  it  is  a  pretty  good  idea.  I  don't  know  what 
percentage  we  need  to  deal  with,  but  it  would  be  some  substantial 
percentage. 

The  only  thing  that  kind  of  worries  me,  though,  it  puts  you  in  a 
situation  where  it  is  most  difficult  at  times,  sometimes,  to  come  up 
with  50  percent  of  the  price  of  the  purchase  of  the  bank,  and  it 
attempts  then  to  put  too  much  emphasis  on  having  major  bank 
holding  companies  or  very  wealthy  individuals  as  the  only  ones 
that  really  and  truly  can  buy  even  a  small  bank.  That  concerns  me 
somewhat. 

Back  to  the  concentration  of  banking  power  and  banking  wealth, 
let  me  ask  you  one  further  question — we  have  to  go  vote  very 
quickly — but  do  you  think  it  would  be  a  good  idea  to  have  all  of  the 
major  banks  and  State  banks  above  $100  million  to  be  members  of 
the  Federal  Reserve  System? 

Mr.  Thompson.  I  really  would  like  to  defer  that  question  to  my 
Chairman. 

Mr.  Mattox.  All  right.  I  will  let  you  get  off  on  that  one.  Thank 
you  very  much.  I  appreciate  your  testimony,  and  I  also  intend  to 
come  back  and  visit  with  you  all  while  I  am  down  in  Dallas. 

Chairman  St  Germain.  Mr.  Rousselot? 

Mr.  Rousselot.  Gentlemen,  thank  you  for  your  testimony.  It  has 
been  helpful. 

We  noted  that  the  National  Bank  of  Georgia  has  maintained  at  a 
high  level,  up  to  18  correspondent  accounts.  Can  you  tell  us,  on  the 
basis  of  your  experience,  if  that  is  a  normal  number,  or  how  many 
correspondent  accounts  does  a  respondent  bank  usually  maintain? 
If  you  don't  have  the  information  at  hand,  you  could  respond  in 
writing 

Mr.  Davis.  Perhaps  the  larger  the  institution,  the  more  need  for 
more  correspondent  relationships. 
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Mr.  Thompson.  That  would  be  a  correct  answer.  For  example,  a 
bank  located  in  a  major  metropolitan  area,  and  it  is  a  $300  million 
bank,  might  maintain  certain  balances  in  certain  cities  throughout 
the  United  States  in  order  to  achieve  help  with  loans  in  other 
areas  of  endeavor. 

Mr.  RoussELOT.  So,  the  number  is  not  necessarily  ^  important  as 
the  ability  to  market  services? 

Mr.  Thompson.  That  is  correct. 

Mr.  Davis.  I  would  say  the  number  is  not  as  important  as  the 
use  that  is  made  of  those  accounts. 

Mr.  RoussELOT.  Mr.  Pickett,  do  you  have  anj^thing  further? 

Mr.  Pickett.  No,  sir. 

Chairman  St  Germain.  I  have  a  few  more  questions,  gentlemen. 

Mr.  RoussELOT.  I  will  submit  some  additional  questions  in  writ- 
ing. 

Chairman  St  Germain.  Yes.  Without  objection,  members  of  the 
subcommittee  will,  in  fact,  send  some  additional  questions  to  you  to 
be  answered  in  writing  for  the  record. 

[Correspondence  containing  questions  by  Chairman  St  Germain 
to  be  answered  for  the  record  by  Mr.  Thompson  and  Mr.  Pickett 
dated  September  23,  1977;  attached  replies  from  Mr.  Thompson  and 
Mr.  Pickett  dated  September  29  and  30,  1977;  and  questions  to  Mr. 
Davis  dated  September  26,  1977,  along  with  Mr.  Davis'  reply, 
follow:] 
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:,'or.or.3hle  Pt^ntoii  Tiiorpson 
.-2yional  rdT-."Ctor 

rc;t:oral  IX^po^it  Ir.::ui';iiif:o  (iirpo-niticn 
300  lloTth.  f.vvixy,  Svdtc  3.300 
jnlla.i,  'i'.-^-,a.s     75201 

■)eAr  :ir.  ■r!oq>S'"n: 

On  beh.ilf  or  t;-.L>  o-.rco-:.r;ittcx;,   I  vish  to  e:>q-res:;  car  a-ipr-^ci.ition   for 
your  tjitl-cory  before  t!ie  Subcorrattoc  on  S<:ptovi:cr  14  or.  tii-i  Mrovisioa3  of 
t:>e  Safe  na:Jcinr  Act  of  1977,  II. n.   S0S6. 

Yo;i  will  rscall   t;i;it  i!:iriji^  tho  hearini^   I  rxjritionoc  t,hnt  ire  vo-jld 
-.r;r'.vv;:>  riEVO  a'.ldition.il  C".iestio:is  for  '.vhic":i  A'e  •it'oiil:!  ap»3rec.l:3.tc  yoiiv  roSfonse 
for  ti'iO  roorii.     T'<o-je  q!J>.;,stiOTi::.  are  as   follows: 

1.  You  stat-c.  at  tJic  heaiinrs  that  tixe  ?.Ci'lo;i:-!l  /'d-hnstnitor  of  rbtio^al 
■i;uu;;  had  l;oen  ct>.->p:ji-ating  witli  t;ie  Pc'.pior.:ii  Office  of  FliIC  i-crar.lin;-.  supcr- 
yiw-ry  -.jroblctAj  of  coticsm  to  botJt  af.oiicies.     N'/itLiraliy,  vo  are  pienso-.!  taat 
cSi:i  !'.c'«  spirit  has  ccairrcd.     .ve  v;oul;l,   thoL:]^?i,  ar-preciat:i  your  detailov^ 
aiiaiysis  of  u'ds  n-jv  spirit.     Arc  you  able  to  receiva  i.-rx-diats  rosponses  to 
roc,iK.st;>  for  infor-i-ation  fran  tf:e  KeAional  /Vi"i!U>tr;itor?     T.o  yo;;  ;;avo  roa.t-y 
access  to  e^:aj:;i:-ation  iwTXirts  '.ihen  ncodnd  v/iti;out  havi-i;;  to  >  o  to    :as:iiTi;:ton  to 
rec-iiva  clearrncs?    I'as  tr::  Office^  of  the  Cair^vtrallc-r  of  t.}ic  (jirmncy,   in  '-ash- 
in'-:ton,  pro\'i-.;cd  nu';-;ionai  Ad^iixiistr ators  wit::  ne-'.-i  ;;iUs!olines  O!!  tiis  point? 

If  r.oT,  saoiild  ^^aiii^lincs  b<J  •Jsveior-eJ  to  assure  continui?-,..i  coo':eratibr.  tl!rr.;js;li- 
'.vat  zr.-i  Tiatica,  as  ivcli  an  in  yoMV  lifi-\ici\? 

2.  >'o  h.ive  had  co-asiJoraMs  disa.i:5sio2i  rij<..ardin{',  puhlic  djsclos'.ire  'vf 
V:h>>  actual  condition  of  a  b  cik  'ci:;-:  tlic  anni!al  state^noats  and  pi.^lishcJ 
"oticos  in  tiie  i\ovr. payors   rTi."ls  IN',  of  aropo5«cl  SafD  Bonldn;;  Act,  ;'...'■..  Ol-''-). 
"ri'lii  ?.  tTOr.3  ope;!  aaci  accurat.'  roflcctioii  of  a  barJc's  coaJitioa  c"-'Jr->nce  hoaa.'st 
ccv:  -f^titioa  ;;,v:  leaair  '-iiilic  coafi^eace? 

".  (J-ov  .-'r.  Pickv'Ct')  la  your  testi;:;>ny  Tuytir^in^  tV.a  nrcb;.?:-:?;  of  cnsr- 
('r.'xft  ii\iiy:rvi-ilor,,  you  ivoro  abla  to  put  rvsay  qiirj'StJons  in  n-i-v.-i--,ocZ.-ivQ  i'ra'-'-iap 
.:;a  year  oUvio  uly  very  ervtoiLiiv;?  bacr;.Toun;i  as  a  prcsacutor,     r^->v-cifically. 
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Villi  address  the  ve.r\'  sir'.all  difforonc^  br-ttvo-ri  an  overrlralt  ar-d  :in.  ins\i£ficio;^t 
'ni-.u.--.  chock,  the  latter  wh.icli  is  rctimiod  to  tr\e  r.orch:)nt.     Do  yo\i  fiavs  nay 
;;;:■,, 05 tio;is  w-3  ray  incot.T^wvato  in  the  legislatioa  r;ov;  bciri.T  considsrod  vf'aich 
■•.oiiK-  establir.'i  .V  v;nrTva'-)le  criteria   for  not  only  ti-.e  roeulntor.*;,  but  the  banks 
c::.:>.';'3elYes  in  deter  ;J.:ii:iy  v;hica  overdrafts  sliould  be  paid  nnd  '.y'vidi  insufficient 
ri:;id;5  cases  prorvscutcd? 

BecaiBC  of  on.poin^:  legislative  and  oversirht  IicaTin^s,  your  early  resT>:>n'5e 
'jou-ld  bu  aDprocir.rcd,  and,   a(;aia,  v.-e  arjorcciato  your  assistance. 

Sincerely, 


Ferni-nd  J.   St  Cnnain 
Shciin'aa 


DALLAS      nEGIONAL      OFFICE 
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FEDERAL  DEPOSIT  INSURANCE  CORPORATION 

300     North     Ervay     Street.     Suite     3300.     Dallas.     Teias     75201 

September  29,  1977 


Honorable  Fernand  St.  Germain 

Chairman,  Subcommittee  on  Financial  Institutions, 
Committee  on  Banking,  Finance  and  Urban  Affairs 
United  States  House  of  Representatives 
Washington,  D.  C. 

Dear  Mr.  Chairman: 

Thank  you  for  your  letter  of  September  23,  1977.   I  will  attempt  to  answer  your 
questions  in  the  order  presented. 

1.  Two  Regional  Administrators  of  National  Banks  are  Involved  in  the 
Dallas  Region  of  the  FDIC;  Mr.  Doman  for  the  states  of  Oklahoma 
and  Texas,  and  Mr.  Glover  for  Colorado  and  New  Mexico. 

(a)  We  are  able  to  receive  immediate  responses  to  specific  re- 
quests for  information  from  the  Regional  Administrators; 

(b)  We  are  able  to  review  reports  of  examination  of  National 
banks  at  the  offices  of  the  Regional  Administrators,  ap- 
parently without  them  having  to  request  clearance; 

(c)  Informal  discussions  with  the  Regional  Administrators  in- 
dicate that  a  policy  of  cooperation  is  in  effect.   I  am 
not  aware  of  any  written  instructions  from  the  Comptroller 
in  this  regard;  and, 

(d)  A  definitive  statement  from  our  Board  and  the  Comptroller 
would  probably  eliminate  any  future  problems  in  this  area. 
Please  refer  to  Mr.  Pickett's  letter  suggesting  some  minor 
changes  in  present  procedures  which  could  eliminate  delays 
and  reduce  costs  in  time  and  money  for  both  agencies. 

2.  Although  1  have  long  been  a  proponent  of  adequate  disclosure,  I  have 
some  reservations  about  SEC  901,  Section  (7)(A)(iii)  of  Title  IX  of 
the  proposed  Safe  Banking  Act,  H.  R.  9086.  These  reservations  are 
caused  by: 

(a)  Lack  of  the  public's  understanding  of  the  substantial  dif- 
ferences between  the  classifications  of  Substandard,  Doubt- 
ful, and  Loss; 

(b)  Classification  of  assets  involve  Judgmental  factors  and 
some  assets  which  one  examiner  would  classify  as  Substandard 
would  be  passed  as  acceptable  by  another; 

(c)  A  bank  with  less  classifications,  even  though  its  assets 
might  be  as  questionable,  but  not  classified  because  of  the 
judgment  of  a  particular  examiner,  could  use  the  apparent 
condition  of  the  other  bank  to  its  competitive  advantage, 
even  to  the  point  of  destroying  the  competitor; 
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(d)  Nonbank  institutions  such  as  savings  and  loan  associations 
and  credit  unions,  which  are  not  operating  under  the  same 
requirement  would  gain  a  significant  competitive  edge; 

(e)  Examinations  would  become  much  more  difficult  because  there 
would  be  a  reluctance  on  the  part  of  bankers  to  disclose 
unfavorable  aspects  of  assets  to  the  examiners;  and, 

(f)  I  feel  certain  that  my  office  would  be  deluged  with  requests 
from  bankers  desiring  to  appeal  classifications,  with  charges 
of  partiality  being  prominent. 

Since  the  vast  majority  of  the  public  is  fully  protected  by  Federal  Deposit 
Insurance,  X  feel  that  this  provision  might  be  detrimental  to  the  banking  in- 
dustry. You  are  aware,  of  course,  that  I  feel  that  such  disclosure  should  con- 
tinue to  be  made  anytime  any  bank  or  bank  holding  sells  stock  or  debentures  to 
the  public.  Also,  where  control  stock  is  being  sold  the  seller  must  inform  the 
buyer  of  any  material  facts  concerning  the  bank. 

Perhaps  short  of  this  requirement,  a  provision  that  the  bank  must  supply  these 
figures  to  any  depositor  having  more  than  $40,000  on  deposit  and  requesting  such 
data  would  be  appropriate.   That  depositor  could  then  make  a  decision  as  to 
whether  or  not  he  or  she  wanted  to  keep  an  uninsured  deposit  at  the  bank. 

I  am  in  agreement  with  the  other  provisions  of  Title  IX;  however,  I  emphasize  that 
this  may  not  represent  the  official  views  of  the  Corporation. 

3.  Mr.  Pickett  will  respond  to  you  directly  on  this  question. 

I  would,  again,  like  to  state  that  Mr.  Pickett  and  I  were  most  appreciative  of  your 
kind  remarks  and  courtesies  of  September  14,  1977.  You  have  our  assurances  that 
this  office  will  continue  to  be  dedicated  to  ascertaining  that  the  business  of 
banking  will  be  conducted  in  a  safe  and  sound  manner  and  responsive  to  the  needs 
of  the  public. 

I  trust  the  foregoing  responds  to  your  request;  however,  if  I  can  be  of  further 
assistance,  please  advice. 


Sincerely, 


QT:Jg 
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(■^^  FEDEHAL  DEPOSIT  INSURANCE  CORPORATION 

300     North     Etvay     Sirpcl.     SuMe     3300,      D  j  I  I  a  s .     Ie«as     7b2Dl 


DALLAS      REGIONAL      OFFICE 


jeptenib&r  30,  1977 


Honorsble  Fernsnd  J.  St  Germfiin 

Chairman  of  oubcoinmittee  on  pinariciel  Supervision, 

Regulations,  end  Insurance 
United  States  House  of  Kepresentatives 
Room  B-303 

Royburn  House  Office  Building 
Vfashington,  D,  C.   20515 

Dear  ^Lr,  St  Geriaain; 

Your  letter  of  September  23,  1977,  posed  questions  concernins  overdrafts  in 
banks,  their  relation  to  insufficient  fund  checks  end  requested  sng-iisstions 
PS  to  legislation  vrhich  might  be  enacted  to  prohibit  or  curb  this  practice 
by  control  t;roups  or  bshlc  insiders,  1  feel  the  problem  can  be  corrected  in 
noitnpincer  banlis  short  of  legislation  and  en  recori.T.ending,  by  a  copy  of  this 
letter,  that  oar  Bo^rd  sjnend  nn  existing  regulation  to  provide  therefor  as 
sh.i»n  below; 

Cnsnge  in  Corporation's  regulations.  Part  337.3,  Insider  Transaotions, 
(12  CFR  337.3)  es  follows: 

i>-rt  337.3 

(s)  Eefinitions 

(1)  — 

(2)  .... 

(3)  — 
CO  — 

(5)  — 

(6)  — 

(7)  Eusine.ss  transaction. 

The  term  "business  transaction"  includes,  but  is  not 
limited  to,  the  following  types  of  trr-nsactions: 

(i)   Loans  or  other  extensions  of  cr^  dit  v.hich  shall 
include  overdrafts. 


986 


(iv)  Use  of  the  bank's  facilities,  its  real  or  personal 
property,  includin;;  the  bank's  corresponOtjnt 
accouats,  or  its  personnel. 

For  the  pvirpose  of  this  regulation,  the  terra  (insider  transaction) 
does  not  inclu>5e  deposit  eccount  activities  other  than  those 
specified  in  paragraph  (a)(7)(iv)>  etc. 

The  amendments  to  Fart  337.3  specified  above  (new  parts  are  underlined)  would 
fjO   a  long  ;:sys  toward  giving  the  Corporation  -the  right  to  inspect  and  control 
unsafe  or  unsound  banlcing  practices  such  as  abuse  of  be.ak  by  excessive 
overdrafts  and/or  use  of  batik's  correspondent  accounts  to  obtain  preferentia.1 
bank  stock  loans,  or  any  preferential  loan  from  a  correspondent  bank. 

In  the  case  of  National  Banks  and  State  Keaber  Banks,  because  of  existing 
iFw  en  amendment  to  the  statute  is  probably  required  and  could  be  accomplished 
by  caking  ell  directors,  controlling  owners  and  insiders  subject  to  the  saiae 
limitations  on  in-bank  borrowings  as  officers  and  f\irther  provide  for  overdrafts 
by  Epecifically  including  any  as  a  loan  and  providing  penalties  against  a 
b?nk  for  allowing  overliniit  loans. 

I'ais  might  entail  changing  the  present  borrovfing  restrictions  on  National 
f.nd  State  ;.:eraber  Bank  officers  to  coincide  v;ith  that  envisioned  in  the 
proiosed  S>ife  Banking  Act.   In  my  opinion,  there  is  little  Justification  for 
■(  !'.■:  vari-'inces  between  borrowings  permitted  for  Konmeinber  B^nk  officers  an-l 
those  of  National  and  State  Member  Bank  officers. 

It  would  appear  to  me,  also,  that  the  Comptroller  and  the  Pederal  Reserve 
have  the  power  to  issue  Insider  Regulations,  comparable  to  tiiat  of  the 
Corporation,  '..-hich  would  ellninate  abuses  of  correopor^dent  accounts  in  their 
b?,nks. 

Turning  to  the  question  as  to  vrhen  an  overdraft  becomes  an  insufficient  lunJs 
C!-,:ick,  th.e  following  may  be  of  interest: 

Moot  State  criminal  statutes  provide  as  does  the  Texa"  Penal  Code  (Sections 
31-OS  and  3?, ill).   Copies  attached, 

I,:-t  u"  assume  two  situations; 

(1)  John  Sixpaok  issues  a  check  to  a  grocery  store  for  a  .';u:'i  certain, 
knowing  he  does  not  have  "Ui'flciont  funds  iu  the  drawee  b:!nk  to  pay  this 
check  as  i-.'.-ll  ks  all  other  chr-cks  outstanding  at  the  tinie  of  i:  auance  of 
the  check. 

If  the  check  is  refused  by  the  drawee  bank  and  returned  to  the 
grocery  store,  I-'.r,  Sixpsck  has  ten  d=ys  after  receipt  of  notice  from  bar.k 
th;vt  th.e  check  w?.>s  returned,  to  p~-y  the  holder  (grocery  store).   If  the  ch-sck 
i:-  not  ii'iUe  good  wit'nin  these  time  limits,  the  crini'ial  inte;;t  to  issue  an 
in.'.ufficient  funds  check  is  presumed. 
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The  offense  is  a  "Class  C  "isdem-aanor  punishable  by  a  fine  not  to 
exceed  $200",   (Texas  ren»l  Code  12.23.)  The  s&,T,e  elements  cbove  would 
-..arrant  o  theft  by  check  charge  in  v;hich  the  psna^lty  varies  according  to 
the  c-mount  of  the  cheek.   (Texas  renal  Code  31.06. ) 

(2)  John  Doe  is  control  ovnier  of  a  bsnk  end  as  such  io  in  s  position 
to  dictate  which  b?nk  cu.^toiner.s  vri3JL  be  ello'ied  overdraft  privileges  or 
w'.io.'^e  checks  will  be  returned  if  they  i?re  written  pgainst  insufficient  funds. 
John  Dos  ond  his  fsmily  -  business  f^ssociates,  etc.,  issue  checks  for  suris 
i'Hr  in  exces.3  of  rny  balances  they  h9ve  in  the  b»nk.  The  bank  does  not 
return  the  checks  to  the  drawees,  but  carry  the  checks  in  overdraft  status 
PS  cut-b»ck  iteirsK  or  as  items  in  process  of  collection.   If  the  bank  dots 
not  retiLfn  the  insufficient  fund  checks  \fithin  2't  hours,  it  h?s  nn.de  the 
ic-suer  en  intere.'^t  free  lo-?-n.  Also,  if  the  checks  are  not  sent  bock,  there 
is  no  insufficient  fund  check  to  be  the  basis  for  a  criminal  pro.3ccution 
under  the  pens'l  code  sections  cited. 

If  the  checks  are  never  paid,  the  bank  h.is  losses  to  charge  of.f, 
but  no  crininal  action  is  usually  brought  against  the  m'-^kers.   If  the  bank 
exaininRTS  show  up,  the  overdrafts  are  usually  covered  d'lring  t\\s   excijiiin-ation, 
with  or  without  Interest  on  the  use  of  the  money  during  the  time  of  the 
overdraft  period.   Many  States  have  laws  stating  that  banks  (State  nonmsiiiber 
or  nember  banks)  cannot  ir.ake  interest  free  loans.   In  those  States  which  do 
not  have  such  a  law  and  in  National  banks,  interest  free  loans  have  been  made 
to  the  control  group,  etc. 

Vhus,  regulations  liioiting  overdrafts  to  insiders  as  defined  by  Federal 
Deposit  Insurance  Corporation's  regulations.  Part  337.3  (copy  attached), 
issuing  of  an  Insider  Regulation  by  both  the  Comptroller  and  the  Federal 
Reserve  Board,  and  a  change  in  the  low  affectinj;  national  f^nd  State  m:;;'iber 
b?nk  officers  would  assist  greatly  in  correctip.g  two  problems  in  bank 
-egulption. 

Please  refer  to  the  attached  for  a  discussion  of  ov^irdrafts.  Insufficient 
fund  checks  and  kiting  operations,  as  '.■'ell  as  a  proposal  to  a;r,end  present 
investigatory  procedures. 

I  trust  that  the  above  i.nvolved  explanation  is  responsive  to  question  #  3 
posed  ill  your  letter  of  Sep::ember  23,  1977. 


Sinccfrely 


Regional  Councel 
Attachiiients 
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Insufficient  Yand   Checks,  QverciraftG,  and  Kiting  Operations 

Insufficient  fund  checks  are  items  drs-.m  by  a  depositor  against  its  sccourit, 
the  item  tot?.l  of  which  exceeds  the  eccount  balance  to  the  credit  of  the 
depositor  on  the  dft.te  checks  ere  issued.  Upon  receipt  of  items,  the  drawee 
bcmk  has  the  option,  not  the  obligation,  to  honor  pryment  of  the  items  and 
overdraw  the  depositor's  account,  or  return  the  insufficient  fund  checks  to 
pfiyees  or  endorsers  through  th°  regular  clearings  process. 

Thus,  overdrafts  originate  et  the  drawee  bsnk  by  the  pay;nent  of  checks 
sgainst  the  depositor's  accoxmt  with  insufficient  balance  by  authority  of 
the  drevee  bank's  officers.   The  decision  of  the  drawee  bank's  officers  to 
honor  payment  of  a  check  against  insufficient  funds  constitutes  an  unseciu-ed 
extension  of  credit  to  the  depositor.   In  the  event  the  insufficient  funds 
check  activity  is  involved  in  e  kiting  operation  -  depositor  utilizing  two 
or  more  depository  banks  -  the  pajinent  of  insufficient  fund  checks,  by 
creating  overdrafts,  perpetuates  the  kiting  operation  and  eventually  one  or 
all  bsnks  involved  will  suffer  loss.   Claims  for  such  losses  against  the 
bsnks'  bonrJitig  comp?nies  ore  disallowed  in  the  r.iajority  of  c;!Ees  on  the 
preinipe  that  overdrafts  originate  and  are  authorivied  by  officers  of  the 
drawee  bank;  the  loss  suffered  crises  from  the  extension  of  credit  through 
the  use  of  overdrafts;  and  such  losses,  like  any  other  extension  of  credit, 
constitute  the  exercise  of  poor  judgment  on  the  part  of  the  drawee  banks' 
officers,  nnd  the  insurer  does  not  cover  poor  jud,i:;r,''.ent.   Should  the  bank  opt 
to  return  insufficient  fund  checks  and  not  overdraw  its  depositor's  account, 
the  kiting  operation  v.'ould  be  stopped  or  at  least  corr.e  to  the  scrutiny  of 
the  banks  involved. 

In  5  kiting  operation,  the  depositor  has  accounts  with  two  or  rriore  banks; 
the  depositor  draws  checks  on  one  bank  for  deposit  to  his  account  in  the 
other  bank  or  banks  -  all  accounts  having  insufficient  balances  at  the  time 
cliecks  are  issued.   If  inmedinte  credit  is  given  trie  depositor  by  the 
receiving  bsnk,  the  drawee  bank  inay  return  the  insufficient  funds  check 
deposited  et  the  first  bank;  but  in  the  irieantine,  the  depositor  will  have 
deposited  checks  drjiwn  on  his  other  bank  accounts  to  cover  the  insufficient 
fund  checks  deposited  to  his  credit  in  the  first  bank.  The  cycle  of  deposits 
into  recount  at  bank  A,  dra^^m  on  bank  B  or  C  which  are  insufficient  funds, 
thence  depositing  items  at  benk  B  or  C  dravm  on  bank  A,  perpetus tss  the 
rapidly  increasing  cmount  of  unco].lected  float  until  the  rv-?nipulation  is 
detected  by  the  E-t-"^ miners,  or  officers  of  the  bpnks  involved,  and  the 
operation  is  stopped.   Invariably,  kiting  operations  involve  banlc.?  under 
supervision  by  different  regul.ators.   At  the  prasent  tiir.e,  it  is  difficult 
for  our  l]x;:'minera  to  ascertain  the  existence  of  kiting  operations  within  the 
necessary  short  timefrt^rae  because  of  lack  of  authority  to  enter  Kationil  and 
Str»te  ir.enber  banks  to  review  the  pertinent  racords  without  the  prior  consent 
of  the  }{egional  Administrator  of  National  Bsnks  snd  the  loceJ.  Fcdera.1  Reserve 
E9nk.  Although  timely  consent  from  the  other  regulritory  agencies  nay  not 
be  gronteiJ,  the  otlier  figencies,  upon  verbal  notification,  m')y  assign  their 
o-.vn  examiners  to  investigate  the  matter  in  their  o'.m  bnnks,  u.cually  the 
following  day  or  doy;-. .   This  procedure  delays  our  t'xa miner s '  investigation 
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snd  precludes  ctopping  the  kiting  operation  before  the  banks  involved  incur 
lorses.  An  accord  bstveen  the  regulatory  egencies,  per.-nitting  our  Examiners, 
p.s   well  8S  theirs,  to  proceed  expadituously  -  hot  pursuit  concept  -  in  the 
investigfition  of  a  kiting  operation,  i'.nd  any  other  irregularity  involving 
insured  banks,  would  eliminate  or  substanti'illy  deter  the  conmission  of  thin 
type  of  volatile  fraud. 
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Historical    Note 

Comparative    Laws: 

California— West's  Ann. Pen. Code.   5   4990. 
New    Jersey— N.J. S. A.    2A:119-5.1    to    5.3. 

Cro.'is    References 

Commercial  bribery,  see  §  .'52.43. 

"Effective  con.senf '  definod,  see  §  .'?1.01(4). 

Frauclulent  destruction,   removal  or  coiiccnlrneiit  of  writiiif;,  see  §  .32.47. 

"Knowinyly"  defined,  see  §  6.0.3(b). 

Monopolies,   trusts  and  con.spiracies  in   restraint  of  trade,  see  V.T.C.A.   Bus.   &  C. 

§  15.01  et  seq. 
"Owner"  defined,  see  §  1.07(a)(24). 
"Person"  defined,  sec  §  1.07(a)(27). 
"Steal"  defined,  sec  §  31.01(8). 
Third-degree  felony  punishment,  see  §  12.34. 

Trademarks  and  tradename.^,  .see  V.T.C.A.  Bus.  &  C.  §  10.01  et  seq. 
Value,  see  §  31.08. 

Library    References 
Larceny  e=>5.  88.  C.J..S.  Larceny  55  2.  3.  15S. 

§    31.06.        Presumption  for  Theft  by  Check 

(a)  If  the  actor  obtained  property  or  secured  performance  of  serv- 
ice by  issuing  or  passing  a  check  or  similar  sight  order  for  the  pay- 
ment of  money,  when  the  issuer  did  not  have  sufficient  funds  in  or  on 
deposit  with  the  bank  or  other  drawee  for  the  payment  in  full  of  the 
check  or  orde/  as  well  as  all  other  checks  or  orders  then  outstanding, 
his  intent  to  deprive  the  owner  of  property  under  Section  31.03  of 
this  code  (Theft)  or  to  avoid  payment  for  service  under  Section  31.04 
of  this  code  (Theft  of  Service)  is  presumed  (except  in  the  case  of  a 
postdated  check  or  order)  if: 

(1)  he  had  no  account  with  the  bank  or  other  drawee  at  the 
time  lie  issued  the  check  or  order ;  or 

(2)  payment  was  refused  by  the  bank  or  other  drawee  for 
lack  of  funds  or  insufficient  funds,  on  presentation  within  30 
days  after  issue,  and  the  issuer  failed  to  pay  the  holder  in  full 
within  10  days  after  receiving  notice  of  that  refusal. 

(b)  For  purposes  of  Subsection  (a)  (2)  of  this  section,  notice  may 
be  actual  notice  or  notice  in  writing,  sent  by  registered  or  certified 
mail  with  return  receipt  requested  or  by  telegram  with  report  of  de- 
livery requested,  and  addressed  to  the  issuer  at  his  address  shown  on: 

(1)  the  check  or  order ; 

(2)  the  records  of  the  bank  or  other  drawee ;  or 

(3)  the  records  of  the  person  to  whom  the  check  or  order  has 
been  issued  or  passed. 
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(c)  If  written  notice  is  given  in  accordance  with  Subsection  (b)  of 
this  section,  it  is  presumed  that  the  notice  was  received  no  later  than 
five  days  after  it  was  sent. 

(d)  Nothing  in  this  section  prevents  the  prosecution  from  estab- 
lishing the  requisite  intent  by  direct  evidence. 

PRACTICE  COMMENTARY 

By  Seth  S.  Searcy  III  and  James  R.  Patterson 
of  the  Austin  Bar 

This  section  creates  a  presumption  of  intent  when  theft  ia  ac- 
complished by  passing  a  worthless  check,  rather  than  creating  a 
separate  offense  as  in  prior  law,  Penal  Code  art.  567b,  to  preserve 
the  policy  underlying  theft  consolidation,  see  Section  31.02  and 
commentary.  As  in  prior  art.  567b,  the  presumption  arises  when 
payment  of  the  check  is  refused  by  the  drawee  for  insufficient 
funds  and,  after  receiving  notice,  the  actor  fails  to  make  the  check 
good.  A  presumption  is  added  to  cover  the  cases  where  the  actor 
has  no  account,  in  which  case  notice  is  not  necessary  to  invoke  the 
presumption. 

Unlike  prior  law,  the  notice  of  dishonor  necessary  to  invoke  the 
presumption  need  not  be  by  registered  mail  or  telegram ;  it  may 
also  be  by  telephone,  regular  mail,  or  personal  communication. 
However,  receipt  of  notice,  which  must  be  established  to  invoke  the 
presumption,  will  be  presumed  under  Subsection  (c)  only  if  notice 
is  sent  by  certified  or  registered  mail  or  telegram. 

The  presumption  created  by  Section  31.06  applies  only  when  a 
worthless  check  is  used  to  commit  theft.  A  separate,  less  serious 
offense,  see  Section  32.41  (issuance  of  bad  check),  covers  other  in- 
stances of  passing  worthless  checks. 

Historical    Note 
Trior  Law:     Vernon'3  Ann.P.C.  art.  5S7b. 

Cro-ss    Tleferences 

"Actor"  defined,  .'^ce  §  1.07(:i)(2). 
"Deprive"  defined,  see  §  aLOU."?). 
Forgory,  see  §  32.21. 
Issimucc  of  bad  check,  see  §  32.41. 
"Obtain"  definwl,  see  §  31.01(5). 
"Person"  defined,  see  §  1.07(a)(27). 
Presumption  explained,  see  §  2.05. 
"Property"  defined,  see  §  31.01(6). 
"Service"  defined,  see  §  31.01(7). 

I«ibrary    References 
False  Pretenses  G=>39.  C.J.S.  False  Pretenses  §  50. 


536 


992 
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to  ministerial  employees  such  as  tellers.  There  is  a  defense  if 
the  depositor,  policyholder,  or  investor  is  adequately  informed  and 
nonetheless  chooses  to  proceed,  for  example,  as  a  stockholder  seek- 
ing to  shore  up  the  institution. 

The  cross  references  column  lists  a  number  of  Texas  statutes 
on  receivers.  The  list  is  not  exhaustive.  Moreover,  it  does  not  in- 
clude federal  provisions,  which  apply  to  various  federally-insured 
or  otherwise  federally-regulated  institutions.  A  receivership  under 
any  of  these  laws  is  within  the  contemplation  of  this  section. 

Historical    Note 

Prior   Law:     Vernon's   .Vnn.P.C.    art.    565.        Compar.itive   Laws: 

Illinois— S.IT.A.    ch.    38.    §    17-1  (b). 
Model  Penal  Code  (19G2).  §  224.12. 

Cross    References 

Class  A  misdemeanor  punisliment,  see  §  12.21. 

Defense  explained,  see  §  2.03. 

"Financial  institution"  defined,  see  §  32.01(1). 

"Person"  defined,  see  §  1.07(a)(27). 

Receiver, 

Generally,  see  Vernon's  Ann.Civ.St.  art.  2293  et  scc]. 

Corporation,    see   Vernon's   Ann.Civ.St.   art.    1302 — 5.15   and   V..\.T.S.   Bus.Corp. 
Act,  arts.  7.0-1  to  7.08. 

Life,    health   and   accident   insurance   company,   see   V.A.T.S.    Insurance   Code, 
art.  3.60. 

Procedure,  see  Vernon's  Ann. Rules  Clv.Proc,  rules  695,  693a. 

Savings  and  loan  association,  see  Vernon's  Ann.Civ.St.  art.  S52n,  §  8.16. 

Ijibrary    References 

Banks  and  Banking  C=>20.  C.J.S.  Banks  and  Banking  5  39. 

Insurance  <S='29,  30.  C.J.S.  Insurance  §§  88.  89. 

[Section.s  32.36  to  32.40  reserved  for  expansion] 
SUBCHAPTER  D.     OTHER   DECEPTIVE   PRACTICES 

§    32.41 .       Issuance  of  Bad  Check 

(a)  A  person  commits  an  offense  if  he  issues  or  passes  a  check  or 
similar  sight  order  for  the  payment  of  money  knowing  that  the  issuer 
does  not  have  sufficient  funds  in  or  on  deposit  with  the  bank  or  other 
drawee  for  the  payment  in  full  of  the  check  or  order  as  well  as  all 
other  checks  or  orders  outstanding  at  the  time  of  issuance. 

(b)  This  section  does  not  prevent  the  prosecution  from  establish- 
ing the  required  knowledge  by  direct  evidence ;  however,  for  purposes 
of  this  section,  the  issuer's  knowledge  of  insufficient  funds  is  pre- 
sumed (except  in  the  case  of  a  postdated  check  or  order)  if: 

(1)  he  had  no  account  with  the  bank  or  other  drawee  at  the 
time  he  issued  the  check  or  order ;  or 
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(2)  payment  was  refused  by  the  bank  or  other  drawee  for 
lack  of  funds  or  insufficient  funds  on  presentation  within  30 
days  after  issue  and  the  issuer  failed  to  pay  the  holder  in  full 
within  10  days  after  receiving  notice  of  that  refusal. 

(c)  Notice  for  purposes  of  Subsection  (b)  (2)  of  this  sectio7i  may 
be  notice  in  writing,  sent  by  registered  or  certified  mail  with  return 
receipt  requested  or  by  telegram  with  report  of  delivery  requested, 
and  addressed  to  the  issuer  at  his  address  shown  on: 

(1)  the  check  or  order; 

(2)  the  records  of  the  bank  or  other  drawee ;  or 

(3)  the  records  of  the  person  to  whom  the  check  or  order  has 
been  issued  or  passed. 

(d)  If  notice  is  given  in  accordance  with  Subsection  (c)  of  this 
section,  it  is  presumed  that  the  notice  was  received  no  later  than  five 
days  after  it  was  sent. 

(e)  An  offense  under  this  section  is  a  Class  C  misdemeanor. 

PRACTICE  COMMENTARY 

By  Seth  S.  Searcy  III  and  James  R.  Patterson 
of  the  Austin  Bar 

This  section  expands  prior  law  in  the  bad  check  area.  Under- 
lying this  provision  is  the  belief  that  the  issuance  or  passing  of  a 
known  bad  check  is,  in  itself,  not  only  harmful  to  the  recipient  but 
also  injurious  to  the  community  at  large  and  is,  therefore,  a  proper 
subject  for  criminal  sanction  without  regai'd  to  the  purpose  for 
which  the  check  was  given.  For  example,  even  if  the  immediate 
recipient  gives  up  nothing  in  return  for  the  check,  and,  therefore, 
is  not  defrauded  in  the  strict  sense  of  that  term,  he  may  further 
negotiate  the  check,  or  deposit  it  and  draw  against  it.  This  possi- 
bility places  him  in  a  precarious  positior  and  creates  a  threat  of 
harm  to  the  general  public.  Another  important  function  of  the  pro- 
vision is  the  encouragem.ent  of  prompt  paym.ent  of  dishonored 
checks. 

If  the  recipient  of  the  check  is  defrauded,  however,  the  issuance 
or  passing  of  the  bad  check  becomes  theft  under  Chapter  31  and,  of 
course,  this  section  constitutes  a  lesser  included  offense  of  theft 
(see  C.C.P.  art.  37.09). 

The  broad  scope  of  this  section  obviously  includes  the  issuance 
or  passing  of  a  bad  check  in  purported  payment  of  a  preexisting 
debt.  Article  I,  Section  18,  of  the  Texas  Constitution  forbids  im- 
prisonment for  debt.  To  the  argument  that  application  of  Section 
32.41  to  a  preexisting  debt  violates  this  prohibition,  it  need  only  be 
answered  that  it  is  the  act  of  issuing  or  passing  the  bad  check  that 
is  punished  and  not  the  failure  to  pay  the  debt.  The  question  is 
further  mooted  since  the  penalty  does  not  include  imprisonment. 
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Section  31.05  (presumption  for  theft  by  check)  creates  a  similar 
presumption  if  a  bad  check  is  used  to  obtain  property  or  service. 

Historical   Note 
Prior  Law:     Vernon's  Ann.P.C.  art.  567b.        Comparative  Laws: 

Model  Penal  Code  (1962),  §  224.5. 

Cross    References 

Class  C  misdemeanor  punishment,  see  §  12  23. 
"Person"  defined,  see  §  1.07(a)(27). 
Presumption  explained,  see  §  2.05. 
Theft  by  checl<,  see  §  31.06. 

Ijibrary    References 
False  Pretenses  G=>5.  39.  54.  C.J.S.   False   Pretenses   55    20,    21.    50.    66. 


In  general     1 
Evidence     2 


Noten  of  Decisions 


2.     Evidence 


. In    prosecution    under    §    2    of    Vernon's 

Ann.P.C.  art.  E67b  (repealed),  prior  to  1951 

For  basic  development,   see  Notes  of  De-       amendment,   evidence  vshlch   merely   show- 

clslon.s  under  Section  31.06.  ed    that    bad    check   was   given    for   a   pre- 

e.xl3tln,<T    Indebtedness    was    In.sufflclent    to 

1.     In   Qeneral  establish   the   Intent  to  defraud  which  iraj 

„,„,.,»,         ,,  ,  .,  ,,,     .  essential  to  a  violation   of  the  law.     Colin 

The   gist   of   the   offense   under  the  "hot  „^    .  ,,„,,,    ,,-    ^    t,     ,,,.  ,^„    r, -,.  ,< . 

„u     I     1       ..    TT'  .       .        -r.  ^  .  -rn^  V-    state  (1943)    14o    Cr.R.    371,  168    S.W.2J 

check    law  '    [Vernon  s    Ann.P.C.  art.  567h  j... 

(repealed)]  was  the  giving  of  a  check  with 

Intent  to  defraud  in  payment  of  a  preexist-  Evidence  that  defendant  gave  a  check  in 

ing  debt,  and  under  such  charge  it  was  not  payment  of  a   pre-existing  debt,   and   that 

essential   that   service   for  which  debt    was  check    was    not    paid    because    account    at 

theretofore  Incurred  be  described  with  csr-  bank  was  closed,  did  not  justify  conviction 

talnty  required  In  a  charge  of  the  fraudu-  for  giving  of  a  check  with  Intent  to  defraud 

lent    acquisition     of    service    or    property.  In  payment  of  a  pre-extstlng  debt.     Hutson 

Hutson   V.    State    (Cr.App.l950)    227   S.W.2d  v.  State  (Cr.App.l950)  227  S.W.2d  813. 
813. 

§    o2.42.       Deceptive  Business  Practices 
(a)  For  purposes  of  this  section: 

(1)  "A(Julterated"  means  varying  from  the  standarcJ  of  com- 
position or  quality  prescribed  by  law  or  set  by  established  com- 
mercial usage. 

(2)  "Business"  includes  trade  and  commerce  and  advertising, 
selling,  and  buying  service  or  property. 

(3)  "Commodity"  means  any  tangible  or  intangible  personal 
property. 

(4)  "Contest"  includes  sweepstake,  puzzle,  and  game  o' 
chance. 

(5)  "Deceptive  sales  contest"  means  a  sales  contest : 

(A)  that  misrepresents  the  participant's  chance  of  win- 
ning a  prize; 
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credit  must  be  adequately  reflected  on  the  bank's  published  financial  statements. 
[Codified  to  J2  C.F.R.  §  557.2] 

§  S37.3     Insider  Transaction.s. 

(a)  Defiyiitimis. —  (1)  Bank.  The  term  "bank"  means  an  insured  State  non- 
member  commercial  or  mutual  savings  bank,  and  any  majority-owned  sub.sidiary  of 
such  bank. 

(2)  Person.  The  temi  "person"  means  a  corporation,  partnership,  associa- 
tion, or  other  business  entity;  any  trust;  or  any  natural  person. 

(3)  Control.  The  term  "control"  (including  the  terms  "controlling",  "con- 
trolled by",  and  "under  common  control  with")  means  the  possession,  directly  or  in- 
directly, of  the  power  to  direct  or  cause  the  direction  of  management  and  policies  of 
a  person,  whether  through  the  ownership  of  voting  securities,  by  contract,  or  other- 
wise. 

(4)  Insider.  The  teiTn  "insider"  means  any  officer  or  employee  who  partici- 
pates or  has  authority  to  participate  in  major  policy-making  functions  of  a  bank,  any 
director  or  trustee  of  a  bank,  or  any  other  person  who  has  direct  or  indirect  control 
over  the  voting  rights  of  ten  percent  of  the  shares  of  any  class  of  voting  stock  of  a 
bank  or  otherwise  controls  the  management  or  policies  of  a  bank. 

(5)  Person  related  to  an  insider.  The  term  "person  related  to  an  insider" 
means  any  person  controlling,  controlled  by  or  under  common  control  with  an  in- 
sider, and  also,  in  the  case  of  a  natural  person,  means: 

(i)        An  insider's  spou.se; 

(ii)      An  insider's  parent  or  stepparent,  or  child  or  stepchild;  or 

(iii)      Any  other  relative  who  lives  in  an  insider's  home. 

(6)  I>isider  trayisaction.  The  term  "insider  transaction"  means  any  business 
transaction  or  series  of  related  business  transactions^  between  a  bank  and: 

(i)       An  insider  of  the  bank; 

(ii)      A  person  related  to  an  insider  of  the  bank; 

(iii)  Any  other  person  where  the  transaction  is  made  in  contemplation  of 
such  person  becoming  an  insider  of  the  bank;  or 

(iv)  Any  other  person  where  the  transaction  inures  to  the  tangible  eco- 
nomic benefit  of  an  insider  or  a  person  related  to  an  insider. 

(7)  B^isiness  transaction.  The  tenn  "business  transaction"  include.s,  but  is 
not  limited  to,  the  following  types  of  transactions: 

(1)     _  Loans  or  other  e-xtcnsiqn,s_of  credit ;.,.^^,a.,i,-^ —- — . 

(ii)       Purchases  of  assets  or  services  from  the  bank; 

(iii)     Sales  of  assets  or  services  to  the  bank; 

(iv)  Use  of  the  bank's  facilities,  its  real  or  personal  property,  or  i_ts_BfiXr 
nonnel; . 

(v)       Lea.ses  of  property  to  or  from  the  bank; 

(vl)  Payment  by  the  bank  of  commissions  and  fees,  including  brokerage 
commissions  and  management,  consultant,  architectural  and  legal  fees;  and 

(vii)  I'ayment  by  the  ba.nk  of  interest  on  time  deposits  v/hich  are  in 
amounts  of  $100,000  or  more. 

For  the  purpose  of  this  regulation,  the  term  does  not  include  deposit  account  ac- 
tivities other  than  those  .specified  in  paragraph  (a)  (7)  (vii)  of  this  section,  safekeep- 
ing tran.=iaction3,  credit  card  transactions,  trust  activities,  and  activities  undertaken 
in  the  capacity  of  securities  transfer  agent  or  municipal  securities  dealer. 

(b)  Approval  ayid  Disclosure  of  Itisider  Transactions.     An  insider  transaction, 

1  The  phrase  ".series  of  related  business  transactions"  includes  transactions  which  are 
In  substance  part  of  an  integrated  business  arranpenient  or  relationship  such  as  borrow- 
ings on  a  line  of  credit,  law  firm  billings,  or  recurring  transactions  of  a  similar  nature 
within  a  holding  company  system. 
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either  alone  or  when  aggregated  in  accordance  with  paragraph  (c)  of  this  section, 
involving  assets  or  services  having  a  fair  market  value  amovinting  to  more  than; 

(1)  $20,000  if  the  bank  has  not  more  than  ^lOO, 000,000  in  total  assets; 

(2)  550.000  if  the  bank  has  more  than  $100,000,000  and  not  more  than  5500,- 
000,000  in  total  assets;  or 

(3)  .?100,000  if  the  bank  has  more  than  .?500,000,000  in  total  assets 

shall  be  specific.iliy  reviewed  and  approved  by  the  bank's  board  of  directors  or 
board  of  trustees,  provided,  however,  that,  when  an  insider  transaction  is  part  of  a 
series  of  related  business  transactions  involving  the  same  insider,  approval  of  each 
separate  transaction  is  not  required  so  long  as  the  bank's  board  of  directors  or 
board  of  trustees  has  reviewed  and  approved  the  entire  series  of  related  transac- 
tions and  the  terms  and  conditions  under  which  such  transactions  may  take  place. - 
The  minutes  of  the  meeting  at  which  approval  is  given  shall  indicate  the  nature  of 
the  transaction  or  transactions,  the  parties  to  the  transaction  or  transactions,  that 
such  review  was  undertaken  and  approval  given,  and  the  names  of  individual  direc- 
tors or  trustees  who  voted  to  approve  or  disapprove  the  transaction  or  transactions. 
In  the  case  of  negative  votes,  a  brief  statement  of  each  dissenting  director's  or  trus- 
tee's reason  for  voting  to  disapprove  the  proposed  insider  transaction  or  transac- 
tions shall  be  included  in  tlie  minute.s,  if  its  inclusion  is  requested  by  the  dip.senting 
director  or  trustee. 

(c)  Agrj relation  of  Lofin.i  or  Other  Extensions  of  Credit  W'hirJt  Ai'c  Insider 
Truiisnctions.  Any  loan  or  extension  of  credit  involving  an  Insider  shall  he  ag- 
gregated with  the  outstanding  balances  of  all  other  loans  or  extensions  of  credit 
involving  that  insider.  For  purposes  of  this  regulation,  a  loan  or  extension  of  credit 
involves  a  specific  insider  when  the  loan  or  extension  of  credit  is  made  to  that  in- 
sider, to  a  person  related  to  that  insider,  or  to  any  other  person  where  the  loan  or 
extension  of  credit  inures  to  the  tangible  economic  benefit  of  that  insider  or  a  per- 
son i-elated  to  that  insider. 

(d)  Information  Pertnininci  to  Insider  Tr<insactions.  Kach  ban'K  .shall  maintain 
a  record  of  in.=>ider  transactions  requiring  review  and  approval  under  paragraph  (b) 
of  thi.s  section  in  a  manner  and  form  that  will  enable  examiner  pei-soimel  to  identify 
such  insider  transactions.  Information  pertaining  to  such  insider  transactions  shall 
be  readily  acces.=!ible  to  examiners  and  shall  include  all  documents  and  other  mate- 
rial relied  upon  by  the  board  in  approving  each  tran.saction,  including  the  name  of 
the  insider,  the  insider's  position  or  relationship  that  caus'^s  such  pei'son  to  be  con- 
sidered an  insider,  the  date  on  which  the  transaction  was  apijroved  by  the  board,  the 
type  of  insider  transaction  and  the  relevant  terms  of  the  transaction,  any  other  per- 
tinent facts  vvhich  serve  to  explain  or  support  the  basis  for  the  board's  decision,  and 
any  statements  submitted  for  the  minutes  or  the  file  by  directors  or  trustees  who 
voted  not  to  approve  the  transaction  setting  forth  their  reasons  for  such  vote. 

(e)  Discoi^'iry  of  Insidp-r  liclations/iip.  When  a  bank  becomes  aware  of  the 
existence  of  an  insider  relationship  after  entering  into  a  transaction  for  which  ap- 
proval would  have  been  required  luider  pviragraph  (b)  of  this  section,  the  bank  sh.iU 
promptly  report  such  transaction  in  writing  to  the  Regional  Director  of  the  Corpo- 
ration in  charge  of  the  P.egion  in  which  the  bank  is  headquartered. 

(f)  Knowledge  of  Proposed  Insider  Transaction.  Any  insider,  having  knowledge 
of  an  insider  transaction  between  the  bank  and: 

(1)  That  insider; 

(2)  A  pemon  related  to  that  insider;  or 

(3)  Any  other  person  where  the  transaction  inures  to  the  tangible  economic 

2  AUhouK^h  not  spociftcally  required  by  the  propo.sed  regulation,  i»rior  review  and  np- 
proval  i3  (Icsirablfs  an'l  .should  occur  except  under  circuinstance.=i  in  which  .'luch  levit-w 
and  approval  i.s  clf.irly  impractical.  Where  prior  review  and  approval  by  the  bi>n.rd  of 
director.')  or  board  of  tr'istee.s  is  clearly  impractical,  subsequent  action  sho\il'l  occur  n..-i 
nof}n  as  pos.slble. 

Vtdttnl  Dfposit  insiiranc!  Corporation 
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benefit  of  that  insider  or  person  related  to  that  insider 

shall  give  timely  notice  of  such  transaction  to  the  bank's  board  of  directors  or  board 

of  trustees. 

ig)  Supcnnsory  Action  in  Regard  to  Certain  Insider  Transactions.  Notwith- 
standing' compliance  with  the  review  and  approval  requirements  of  paragraph  (b) 
of  this  section,  the  Corporation  will  take  appropriate  supervisory  action  ayainst  the 
bank,  its  officers  or  its  directors  or  trustees  when  the  Corporation  determines  that 
an  insider  transaction,  alone  or  when  aggregated  with  other  insider  transactions,  is 
indicative  of  unsafe  or  unsound  practices.  Such  supervisory  action  may  involve  in- 
stitution of  formal  proceedings  under  section  8  of  the  Federal  Deposit  Insurance 
Act.  Among  the  factors  which  the  CorpoiMlion  will  consider  in  determining  the 
presence  of  unsafe  or  unsound  banking  practices  involving  insider  transactions  are: 

(1)  Whether,  because  of  preferential  terms  and  conditions,  such  insider  trans- 
actions are  likely  to  result  in  significant  loan  losses,  excessive  costs,  or  other  signifi- 
cant economic  detrin>ent  which  would  not  occur  in  a  comparable  arm's  length  trans- 
action with  a  person  of  comparable  creditworthiness  or  otherwise  similarly  situated: 

(2)  Whether  transactions  with  an  insider  and  all  persons  related  to  that  in- 
sider are  excessive  in  amount,,  either. in- relation  to  the  bank's  capital" and  reserves 
or  in  relation  to  the  total  of  all  transactions  of  the  same  type;  or 

(3)  Whether,  from  the  nature  and  extent  of  the  bank's  insider  transactions,  it 
appeai-s  that  certain  insiders  are  abusing  their  positions  with  the  bank. 

[Codified  to  12  C.F.R.  S  3,17.3] 

[Section  337.3  added  at  !,l  Fed  Rey.  SO.',s,  T.Lirrh  2.  1076,  effective  May  1,  1076;  Jft 

Fed.  Reg.  1S2S6,  May  3,  1076;  !,t  Fed.  Reg.  lSi'15,  May  !,,  1076,  effective  May  1.  1076] 

SS  .S37.1-3;?7.9     [Reserved] 

S  337.10     Waiver. 

An  insured  State  nonmember  bank  has  the  right  to  petition  the  Board  of  Direc- 
tors of  the  Corporation  for  a  waiver  of  this  Part  or  any  subpart  thereof  with  respect 
to  any  particular  transaction  or  series  of  similar  transactions.  A  waiver  may  be 
gr;inted  at  the  discretion  of  the  Board  upon  a  showing  of  good  ca>ise.  All  such 
petitions  should  be  filed  with  the  Office  of  the  Executive  Secretary,  Federal  Deposit 
Insurance  Corporation,  550  17th  Street,  N.W.,  Washington,  D.C.  20429. 
[Codified  to  12  C.F.R.  S  337.10] 

§  337.11      KfTe<;t  on  Other  Banking  I'ractice.s. 

Nothing  in  this  Part  shall  be  construed  as  restricting  in  any  manner  the  Cor- 
poration's authority  to  deal  with  any  banking  practice  which  is  deemed  to  be-  un- 
safe or  unsound  or  othei-wise  not  in  accordance  with  law,  rule,  or  regulation;  or 
which  violates  any  condition  imposed  in  writing  by  the  Corporation  in  connection 
with  the  granting-  of  any  application  or  other  request  by  an  insured  State  non- 
member  bank,  or  any  written  agreement  entered  into  by  such  bank  with  the  Cor- 
poration. Compliance  with  the  provisions  of  this  Part  shall  not  relieve  an  insiu-ed 
State  noimiember  bank  from  its  duty  to  conduct  its  operations  in  a  safe  and  sound 
manner  nor  prevent  the  Corporation  from  taking  whatever  action  it  deems  neces- 
sary and  desirable  to  deal  with  specific  acts  or  practices  which,  although  they  do 
not  violate  the  provisions  of  this  Part,  are  considered  detrimental  to  the  safety  and 
sovmd  operation  of  the  hank  engaged  therein. 
[Codified  to  12  C.F.R.  §  337.11} 
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U.S.  HOUSE  OF  REPRESENTATIVES 

SUBCOMMITTEE  ON  FINANCIAL  INSTITUTIONS 
SUPERVISION,  REGULATION  AND  INSURANCE 

OF  THE 

COMMITTEE  ON  BANKING,  EINANCE  AND  URBAN  AFFAIRS 
NINCTY-FIFTH  Congress 

WASHINGTON,  D.C.     20515 
September   26,    1977 


Mr.  James  A.  Davis 

Regional  Director 

Federal  Deposit  Insurance  Corporation 

233  South  Wacker  Drive 

Chicago,  Illinois  60606 

Dear  Mr.  Davis: 

On  behalf  of  the  Subcommittee,  I  vjish  to  express  our  appreciation 
for  your  testimony  on  September  14  on  the  provisions  of  the  Safe  Banking 
Act  of  1977,  H.R.  9086. 

You  will  recall  that,  during  the  hearing,  I  mentioned  we  v;ould  per- 
haps have  additional  questions  for  which  vjc  would  appreciate  your  i-espon.';e 
for  the  record.   The  questions  are  as  follows: 

1.  The  "Texas  case",  as  you  may  know,  higlilighted  questions  relating 
to  the  relationships  between  State,  FDIC,  and  OCC  officials  both  at  the 
regional  and  national  levels.   Ready  access  to  information  concerning 
banks,  whether  state  or  national,  is  particularly  important  for  FDIC,  the 
insurer  of  banks.  Would  you  provide  the  Subcommittee  with  a  description 
of  your  working  relationship  with  the  State  banking  commissioners  for 
your  region  and  with  the  Regional  Administrator  of  national  banks?   If 
problems  exist,  please  offer  your  suggestions  for  improving  this  line  of 
communication  between  your  office  and  the  other  regulators  in  your  regjon. 

2.  Hoxi;  many  cases  involving  correspondent  account  and  Insider  loan 
ties  has  your  region  referred  to  U.S.  Attorneys  since  1970?  Ifliat  is  the 
record  of  prosecution  for  those  cases? 

3.  How  many  banks  does  your  region  supervise?   llow  many  of  those  are 
on  a  problem  list  or  in  need  of  special  supervision  by  your  office?   ^Tiat 
types  of  problems  have  you  found  in  those  situations?   Please  provide  a 
summary  of  each  type. 
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4.  Is  check-kiting  a  major  problem  in  your  region?   Specify  its 
magnitude  and  indicate  what  steps  are  being  taken  to  curb  this  activity. 

5.  As  you  know,  this  Subcommittee  conducted  a  field  hearing  in  San 
Antonio,  Texas,  last  year.   A  major  concern  at  those  hearings  was  the 
existence  of  "control  groups"  operating  in  the  Dallas  region  of  tlie  FDIC. 
Those  groups  were  buying  and  selling  banks  with  little  or  no  equity  in- 
vestment to  use  for  their  own  benefit.   Is  there  any  evidence  that  such 
groups  are  operating  in  your  region?   If  so,  please  provide  detailed  in- 
formation on  each  group  and  the  efforts  you  have  taken  to  control  this 
practice. 

Because  of  ongoing  legislative  and  oversight  hearings,  your  early 
response  would  be  appreciated;  and,  again,  we  appreciate  your  assistance. 


Sincerely, 


FJStG:aSb 


St  Germain 
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FEDERAL  DEPOSIT  INSURANCE  CORPORATION 

233    South   Wackei    Drive.   Suite    6116.   Chicago.  Illinois    60606   •    312    3S3   2600 


CHICAGO      REGIONAL      OFFICE 

October  4,  1977 


Honorable  Fernand  J.  St  Germain,  Chairman 
Subcommittee  on  Financial  Institutions 
Supervision,  Regulation  and  Insurance 
U.  S.  House  of  Representatives 
Washington,  D.  C.   20515 

Dear  Mr.  Chairman: 

In  response  to  the  Subcommittee's  request  contained  in  your  letter  of 
September  26,  1977,  I  respectfully  submit  the  following  in  answer  to  the 
specific  questions  listed  therein. 

1.  The  working  relationship  that  exists  between  the  Chicago  Regional 
Office  and  the  other  Federal  and  State  supervisors  in  this  Region 
is  harmonious,  cooperative,  and  supportive  in  all  respects.   Each 
of  the  supervisory  authorities  freely  communicates  Important  infor- 
mation to  the  appropriate  agency  and  lends  both  examination  and 
supervisory  assistance  in  those  matters  of  dual  Interest.   Each 
displays  a  sincere  Interest  in  sound  banking  and  supervision  and 
cooperates  to  the  fullest  extent  to  bring  about  desired  results. 

2.  Since  1970,  eight  cases  Involving  correspondent  account  and  insider 
loan  ties  have  been  referred  by  the  Chicago  Regional  Office  to  the 
U.  S.  Attorney.   To  our  knowledge  there  has  been  no  prosecutions  in 
any  of  the  referred  cases. 

3.  As  of  this  date,  the  Chicago  Region  supervises  988  State  nonmember 
banks.   Twelve  State  nonmember  banks  presently  appear  on  the 
Corporation's  problem  list  and  are  receiving  special  supervision  by 
this  office.   In  each  of  these  situations,  liberal  lending  policies 
and  practices.  Involvement  in  real  estate  speculation  or  real 
estate  supported  credits,  and  out-of-terrltory  extensions  of  credit 
have  brought  about  an  excessive  volume  of  Inferior  loans,  a  heavy 
volume  of  pastdue  paper,  burdensome  loan  charge-offs,  and  led  to 
Inadequate  capital  accounts  and  reserves  and  poor  earnings  results. 
In  each  of  the  problem  situations,  poor  active  management  and/or 
controlling  ownership  have  followed  hazardous  policies,  which  have 
led  to  a  deteriorating  asset  condition  and  a  serious  dissipation  of 
capital  funds.   A  brief  summary  of  each  of  the  12  situations  follows: 

a.  A  long-standing  problem  situation  characterized  by  Inferior 
management,  poor  policies  in  all  areas,  and  a  deteriorating 
trade  area.   Continued  operating  losses  and  heavy  loan 
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charge-off s  have  seriously  Impaired  the  bank's  capital. 
Section  8(a)  proceedings  are  continuing  In  an  effort  to 
bring  about  needed  corrective  measures. 

b.  Asset  problems  centered  in  loans  to  real  estate  developers 
and  associated  other  real  estate  confront  the  institution. 
New  ownership-management  and  the  injection  of  needed  addi- 
tional capital  funds  should  provide  needed  rehabilitation. 

c.  A  massive  volume  of  inferior  loans,  huge  losses,  deficit 
earnings,  and  virtually  depleted  capital  accounts  are  the 
result  of  hazardously  inept  credit  practices  fostered  by 
former  management.  Ownership  has  acted  responsibly  and  in- 
jected additional  capital  funds  and  reorganized  the  insti- 
tution's board  of  directors.  With  new  executive  management 
in  place,  problems  are  slowly  being  resolved. 

d.  A  heavy  volume  of  classified  assets  centered  in  real  estate 
related  loans  and  other  real  estate  have  burdened  existing 
capital  protection.  Stock  ownership  is  in  process  of  trans- 
fer to  a  responsible  group  and  capital  accounts  will  be 
strengthened  by  additional  new  funds. 

e.  A  large  volume  of  distressed  real  estate  loans  led  to  sig- 
nificant losses,  an  excessive  amount  of  other  real  estate, 
a  significant  capital  deficiency,  and  an  over -all  unsatis- 
factory asset  condition.  Liberal  lending  practices  have 
been  curbed ,  new  funds  are  under  commitment ,  and  board 
supervision  has  Improved.  Rehabilitation  seems  assured, 
although  a  long  workout  situation  continues  to  exist. 

f .  Liberal  lending  practices  and  ineffective  loan  administra- 
tion by  active  management  have  resulted  in  an  eroding 
capital  base  and  a  heavy  volume  of  classified  assets  and 
loan  losses.  Controlling  ownership  has  taken  an  active 
interest  and  low  capital  accounts  are  in  process  of  being 
replenished  by  a  sizable  injection  of  new  funds. 

g.  An  excessive  volume  of  real  estate  related  loans,  which  be- 
came distressed,  resulted  in  an  inordinate  amount  of  classi- 
fied assets  and  poor  earnings.  Both  ownership  and  the 
board  of  directors  have  come  to  grips  with  problem  assets 
and  the  over-all  asset  condition  is  Improving. 

h.   Hazardous  lending  practices,  coupled  with  a  series  of 
abuse  of  self-serving  acts,  perpetrated  by  three  in- 
siders, rendered  capital  accounts  Inadequate  and  produced 
an  excessive  voliime  of  classified  loans.  Self-serving 
and  abusive  practices  have  ceased  and  the  bank's  condi- 
tion has  been  restored  to  an  acceptable  level. 
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1.   Hazardous  lending  practices,  prompted  by  a  need  to  gener- 
ate income  to  service  holding  company  debt,  resulted  in 
excessive  classifications  and  losses.   New  active  manage- 
ment has  been  added  and  holding  company  withdrawals 
eliminated.   Additional  capital  funds  are  being  added  and 
most  problem  credits  appear  to  be  collectible  without 
additional  sizable  additional  losses. 

j.   Reckless  lending  policies,  fostered  by  active  management,' 
resulted  in  severe  loan  problems  -  centered  primarily  in 
real  estate  investment  trusts  and  asset  swaps.   Lending 
practices  have  been  completely  overhauled,  liquidity  im- 
proved, and  capital  strengthened  through  Improved  earnings. 
Bank  is  nearing  full  rehabilitation. 

k.   Hazardous  lending  practices  of  former  owner ship -management 
resulted  in  excessive  loan  losses  and  a  critical  capital 
situation.   New  management-ownership  has  taken  positive 
steps  to  rehabilitate  the  institution  and  Injected  a  signifi- 
cant amount  of  new  capital  funds.   Inferior  assets  are  being 
reduced  gradually  and  it  appears  that  problems  will  be 
favorably  resolved. 

1.   An  excessive  volume  of  marginal  credits,  many  to  out -of - 
territory  borrowers,  and  liberal  view  of  bank  expenses 
resulted  in  capital,  earnings,  and  asset  problems.   Addi- 
tional capital  funds  have  been  injected  and  self-serving 
practices  of  both  former  and  present  management  eliminated. 
Fulfillment  of  promises  for  corrective  action  by  active 
management -ownership  should  bring  about  an  acceptable  situa- 
tion. 

4.  Check-kiting  is  not  a  major  problem  in  the  Chicago  Region.   Each  year 
examining  personnel  report  a  number  of  cases  to  this  office  for  re- 
ferral to  the  U.  S.  Attorney.   In  each  case,  it  is  recommended  the 
deposit  accounts  be  closed  and,  if  appropriate,  other  supervisory 
agencies  are  notified  if  the  activity  includes  banks  under  their 
direct  supervision. 

5.  The  existence  of  "control  groups"  buying  and  selling  banks  with 
little  or  no  equity  Investment  for  their  own  benefit  is  not  a 
wide-spread  practice  within  the  Chicago  Region.   There  is  little. 
If  any,  evidence  that  such  groups  are  operating  or  even  interested 
in  the  banking  situation  in  the  States  of  either  Illinois  or 
Indiana.   Both  State  Authorities  have  statutes  calling  for  their 
approval  of  any  change  in  control  of  a  State-chartered  institution 
and  persons  or  groups  unknown  are  reportedly  Investigated  to  the 
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extent  necessary.  It  should  be  pointed  out,  however,  that  it  is 
not  uncommon  for  "control  groups"  to  buy  banks  with  little  or  no 
equity  investment  on  their  part  or  for  individuals  to  follow  the 
same  practice.  In  those  instances,  close  attention  is  paid  to  the 
bank's  operations  and  management-ownership's  practices  to  ensure 
that  withdrawals  are  in  line  with  services  rendered  and  abusive  or 
self-serving  tactics  prohibited. 

It  is  hoped  that  the  foregoing  responses  satisfy  the  Subcommittee's  request. 

Sincerely, 


James  A.  Davis 
Regional  Director 
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Chairman  St  Germain.  Mr.  Thompson,  I  believe  you  made  this 
clear  earlier,  but  I  just  want  to  be  certain  of  this.  Could  you  tell  us 
specifically  what  your  attitude  is,  once  again,  regarding  preferen- 
tial loans  to  bankers,  regardless  of  questions  of  prosecution? 

Mr.  Thompson.  Based  on  the  utilization  of  bank  funds,  regardless 
of  the  prosecution,  it  still  appears  to  me  to  be  a  violation  of  the 
statute.  Even  if  there  is  no  prosecution,  I  still  feel  that  supervisory 
authorities  have  the  responsibility  to  see  that  this  highly  unfavor- 
able practice  is  curbed  because  of  the  abuses. 

Chairman  St  Germain.  Now,  let  us  see  if  I  can  dance  you 
through  this  one  very  carefully  and  slowly.  Records  at  a  respon- 
dent bank  reflect  that,  at  their  yearly  organizational  meeting  in 
March  of  a  particular  year,  the  board  of  directors  approved  12 
commercial  banks  as  depositories.  The  list  included  three  major 
banks  in  New  York  City. 

In  April  of  that  year,  a  fourth  major  bank  in  New  York  City 
approved  a  $3.25-million  loan  limit  for  an  officer  of  the  respondent 
bank.  Immediately  thereafter,  the  respondent  bank  opened  a  corre- 
spondent bank  account  with  a  $250,000  deposit  at  this  bank  that 
had  not  been  approved  at  the  yearly  organizational  meeting  in 
March  of  that  year — that  is,  2  months  before. 

Now,  in  the  records  of  the  correspondent  bank,  the  correspon- 
dent bank  had  a  memorandum  showing  the  cost  of  various  nonana- 
lyzed  services  converted  to  average  correspondent  balances  which 
the  respondent  bank  would  need  to  maintain  to  reimburse  the 
correspondent  bank  for  nonanalyzed  services  rendered. 

The  memo  stated  an  average  monthly  balance  of  approximately 
$125,000  would  be  required  in  1975  and  approximately  $52,000  in 
1976,  to  cover  the  delivery  of  the  services  on  a  comparable  basis. 

As  a  matter  of  fact,  the  balances  maintained  were  as  follows:  As 
I  told  you,  they  started  out  with  $250,000.  They  then  went  to 
253,000,  $665,000,  $665,000,  $665,000,  $637,000,  $724,000,  $915,000, 
and  $1,322,000 — for  the  year  1975,  where  the  memorandum  by  the 
correspondent  bank  said  they  would  need  $125,000. 

Now,  in  the  next  year,  where  they  said  they  would  need  to 
maintain  a  balance  of  $52,000,  they,  in  fact,  maintained  a  balance 
of  $1,099,000,  $549,000,  $282,000,  $475,000,  $783,000,  $387,000, 
$463,000,  $274,000,  $305,000,  $737,000,  $1,011,000,  and  $683,000. 

During  this  time  of  the  loan  that  was  granted  to  the  officer  of 
the  respondent  bank,  the  correspondent  bank  was  constantly  call- 
ing upon  the  borrower  to  provide  documentation  and  sufficient 
collateral  because  the  collateral  that  had  been  provided  was  not 
sufficient  in  the  estimation  of  the  correspondent  bank. 

If  an  FDIC  examiner  had  come  upon  this  situation  and  reported 
it  to  you,  an  FDIC  regional  administrator,  would  you  have  then 
taken  any  action,  given  these  circumstances? 

The  rate  of  the  loan,  incidentally,  was  prime  plus  one-half,  over 
the  first  2  years,  then  prime  plus  one  for  the  third  year. 

Mr.  Thompson.  First  of  all,  I  would  want  to  make  a  determina- 
tion as  to  whether  or  not  this  had  become  an  approved  reserve 
depository,  assuming  it  was  a  nonmember  bank.  The  State  authori- 
ties generally  have  to  approve  specific  banks  as  reserve  deposi- 
tories. 

Chairman  St  Germain.  Yes,  it  was. 
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Mr.  Thompson.  Second,  I  would  want  to  make  a  determination 
that  there  had  been  no  change  in  the  services  from  the  date  of  the 
memo  that  you  read  to  me. 

For  example,  if  this  particular  bank  had  been  using  another 
bank  for  check-clearing  in  New  York  or  something  of  that  nature, 
then,  I  would  want  to  know  if  they  moved  out  of  that  and  this  new 
bank  was,  in  effect,  providing  additional  services,  other  than  as 
envisioned  by  the  memo  that  you  read  from. 

Now,  assuming  that  the  answer  to  those  was  favorable,  then,  I 
would  look  at  the  credit  quality  of  the  loan.  Now,  assuming  that 
there  were  no  services  provided,  no  additional  services  provided, 
and  the  quality  of  the  loan  might  be  questionable,  certainly  this  is 
something  that  I  would  want  brought  to  my  attention  as  a  regional 
administrator  and  take  whatever  corrective  measures  were  war- 
ranted. 

Chairman  St  Germain.  Mr.  Davis? 

Mr.  Davis.  I  agree  100  percent  with  Mr.  Thompson. 

Chairman  St  Germain.  Mr.  Pickett? 

Mr.  Pickett.  Yes,  sir. 

Chairman  St  Germain.  Gentlemen,  I  want  to  thank  you  very 
kindly,  Mr.  Davis,  Mr.  Thompson,  and  Mr.  Pickett.  Of  course, 
having  dealt  with  Mr.  Thompson  and  Mr.  Pickett  before  down  in 
Texas,  I  want  to  state  that  the  assistance  you  gave  us  down  there 
you  have  given  us  again  today,  and  we  will  certainly  appreciate 
your  continued  cooperation.  As  I  say,  we  have  a  number  of  ques- 
tions that  are  mechanical  and  will  help  us  in  working  on  the 
legislation  and  supervising  the  regulatory  amendments,  and  we 
will  be  submitting  those  to  you  and  ask  that  you  give  us  your 
answers  in  writing. 

And,  under  those  circumstances,  we  are  in  a  position  where  we 
can  now  thank  you  and  let  you  go  on  about  your  other  business. 

Mr.  Thompson.  Thank  you  very  much,  Mr.  Chairman. 

Mr.  Pickett.  Thank  you,  sir. 

Mr.  Davis.  Thank  you. 

Chairman  St  Germain.  The  subcommittee  will  stand  in  recess, 
subject  to  the  call  of  the  Chair. 

[Whereupon,  at  12:25  p.m.,  the  subcommittee  was  adjourned,  sub- 
ject to  the  call  of  the  Chair.] 


1006 


DEPOSITIONS  TAKEN  BY  THE  COMPTROLLER  OF 
THE  CURRENCY  IN  AUGUST  1977 


DEPOSITION    OF    T.     BERTRAM   LANCE,     DIRECTOR,    OFFICE    OF    MANAGEMENT    AND    BUDGET 


COMPTROLLER  OF  Till:   CURRENCY 

Special  Examination  into  certain 
activities  occurring  at  the  National 
Bank  of  Georgia  and  Calhoun  First 
National  Banlc 


Washington,  !>,  C. 
Augiist  5,   1977 


Pages  1  thru  70 


..J^ovtr  i^portina   CJo.,  J7nc^ 


320  Massachusetts  Avenue,  N.E.  d  3  4  3 

Washington,  D.C.  20002 
546-6666 


1 

2 
3 

4 
5 
6 
7 
0 
9 
iO 
11 
12 
13 
14 
15 
lo 
17 
iB 
IC 


;'-2 


1007 


CCirFTr.GLL'JR  or   THE    CJaREITCY 

Special  cJtmair-cition  into  csrtain  : 

activities   occnjrring  r.t  tlie  : 

JTaticnsl  Beiik  cf  Gscrgir.   Eiiiv.  Cclhcuii  : 

Firsl;  National  Ba;i!v  : 

":.:i'zli  7iGor  Cciif^rcp.c;?;    Hoc: 
:.-cc:iinc:to:i,   D.    C. 

Til?   nne:.rial    ■;:  ?y.;i::^t:.c~i  cc:v,"s:\3d   c-  7: "5   c'aj.r,-;;, 

I 

I 

^     _      ^^  ^_     1 

. 


i"r.cxon 


Cc:.:':.Ii-.v.:.i 


:'y.i'  or 


A.    "O. 


1008 


I 

2 
3 

4 
5 
6 

7 
G 
9 

;c 
11 

12 
13 
14 
15 
16 
17 
10 
19 
20 
21 
7.Z 

?:^  i 


E:'-.c.-n'.ii\.--.lon 


EKHIEITS 

I     iSxhibits  t  ■"■i.i'gg 

A               (Documsnt  re  nvistir.g  of   -i/lG/VC)  io 

B                (Dociir.icmt    \/2'\/13^  I'i 

C  (xnit.3rc>:f irs    l:::';';'rr    '^;/2:/7i>    f::c:T>.  ''.■.■'/°n.'2r 

CO   Brougha;ri)  '?.">. 

D  •             (Latter   5/21/75    from  Vi^iv^r  to  Lance'!  .^Hl 

i2  (Minutes  of  organisational  r::;-3'>:ing, 

NBG,    3/12/75)  :^!3 

F  (.•1inut33   cf   T::;--;j;':i-rc!   Cc:-:.  i'lt-'J  .   ::-iG, 

3/12/75)  :::i 

v/ith   :-i"-r)  31 

ochif  f  srdaclia;:)  "^2 

I                (Ccmputaz^   printcnt    u:cc,7!  ;;TI,    .Tdi-.i    iS77)  T-- 

J                fiVcccunt  .".iinly.-,i.-    ^Jor  J-o/.e    1?77    r.r.d  \ 

3alar.cn   r-.ia:va:'3    for  our:;    j.J7~)  1^                       j 

K                 (Seciiracl    ^'or.;:    ::    TG/75.,    bv   T      .c.-;i  3' 

! 

f-I                'CTv-ter   f/''Z/-':-     ■■.•3:  i  ,•■•■.];:/    :->   I'v-'T-J)  "7 

t 

.■J                (Letter   7/1/75    i:r:>r.!  .-ir-lb/    uo  Vi.e :■-,--: r)  "7                       ! 

O                (■j.'cn.oGrary   c---.!:'.-1;,;Gp-'.r.:j   P.-.  .-j:? ■'.,-■:;  J'-.  i 

13Gi/5,    cat-d    3/17/75)  57                        i 

?                {:;:ii;;:I.^::?i-:^:   ;';.ccip':   Tcr    r--';' cl;u:il  : 


1 

2 

3 

5 
6 

7 

a 

o 

iO 

It 

12 

13   i 

14 

15 

ts 

M 
IG 

'^    i 
I 

EO    ! 

J 

I 

"I 

^„    I 

■?j\ 


1009 


3 

MU.  nEIM'vI-rtJ :  riy  r.a_".ia  is  John  Maii^-ai-n ,  Ccnptrollnr 
of  ths  Currency. 

Mr.    Lanc3;will  you   rotate  your   iicinia    and   adcre-iri    fcx" 

the   record. 

MFv.    LAIiCS:      Hy  r.^jna    io   Bert   Lcncs,-    3107    Du..il:i-_--.Oi^ 

1 

Street,   ;?ashivigi:cr. .  i 

MR.    uSIfiTuCn:      Th3   Offica   of    tlie   Ccv.vpit.-ollar    of    Llia  ! 

Cum:ncy   in   conducting    a  3pecia.l   e::p.Tn.in?.ticr.   i.ur.o    C;~rt:zin  ■ 

acti'/itiss      crnirriii.g   Et  'the  ITaticnal    Dc.n?:   of   Georgia   r.ivi   C.:ilhc-:i;;J 
First  National   Bank.      Stc.tutory   authority    for    this    o:;3r.;ination 
is    found    in  Titlo   Xll,.   Unitecl   St-ites   Cede,    section    '^Gl-^ld  (p.) 
3nc   soction    1G2D ( j) . 

v'a    aro    ct    this    t.:r,-2    intvircctcd    in  p-ir^.iculcHr    t.:.-i:i- 
ac'tioiis   b3tv;asn    thes.^      banks    ri.ad  ?:ani;£aa-turer:3    nc\ncvor  -o-'r-j.;;: 
Ccrapany  of  Naw   york- 

r-.'.ct.a   h^.v'j   br.ca  'ricvslcpecl    ./hicii   iiiaicu.^:^   pcaaibj.i 
'insafe   and   unsoiC'id   bonking      pructicsis    aiid   po:;3ib7.o   -.•ic'.:iti!>ns 
of  fao'th   civil    7nd   crirninr.l    liivj. 

^Ciu   are    apr.aaring   voluvitzrily   in   r;3s;pcnr;r?    to   tr^y   uole- 
pnono   call   of  ."vugust    1,    1117,   vh^n   X    ind  Lcnt;-.'!I    to   yo;;    tii  ..• 
i-'ollc./ing,    ;?.arl   I    in-."i'.;'-T-a   ycu    to   .p.-ke     i   .-■h;Ttri;.'',ant    E:na   ancjxr^^r 
r!i-jrj";ionc;   with    rcnor'CV.    '.o   co:.pon":c.t.i.:g    -j^l.-nc j.;    of    ■''''_/:    i.i 
■  '■''nui acturorn    iicncvor   to    c;>;pi>ovt    tiia    '.j.iu  vms'.'.^    by   yo:.-    -ij' 
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I   stated  that   this   is    a  potantiai   crivain?.!  matier   and, 
one,  that  you  did  not  hava    to   cona;    and   secondly,  that  anything 
you   said  might  ba   usad   agair.st  you;    and   that  you  vrsre   fras    to 
bring  an  attornoy;   £v.d   £ourth,    tliat  uha   court  reporter  v:culd  ba 
present. 

1   also  nctGd  tr.at  no  rci:ei"rico   of   t'.ii£i  nvittar  ha5 
as   yet  besn  mada   to   th.e  Jv.stica   Der  -  r '::.■..■: :-':-.    for   thsir  ccnjf.:I::ra- 
tion  and  prosacuticn.-    out    it   is   b2i":g    C!ou.-3id?-."d. 

iSnd  f urtharrr^ors ,  notc;u  th-'^t  if  th2r2  is  no  iat-.srvi'aw , 
thara  is  a  strong  prcbaiillty  that  this  rratcar  v.-ill  h'^  rafarrsd 
to   Jusfcics    for    chair   cci-.sidiration    ".nd  pros  2rjution. 

I    furt'narr.icre   not:jd    that    fcha    r>r:p.:.--:.7.:r.t   of  Justice 
would   ba    in'cor/;-3d    thnt   such   en   iLit-iA-vic-.-r  vill   ba   n-.ads   avpila'^la 
to  ycu   and   that    tha   D^partrr.ant   of  Justice-   is   being   invitsd   to 
ha">re   a  reprssentativa  present  if   thay  so  chcso. 

X   also   noted   that   I  vculd    liJca    to  hold   this   ?.s  quichly 
"S   possible,    because    Idisra    is   a  gr? va   risx   of   a   leuh,    and    that 
any   leak   in   a  procsaJiii'J   of    tiiis   natura   v;ouln   be   prejudicial 
to   ycu . 

And   finally,    I   a^-kad    if   ':2    -cald    fix   a   dat2    for   -'s 
qo.ickly   as   possibla,    and   tha   date    fcr    tliis   ir.Grning    at  7:30   unz 
arrivod   at. 

1   also   nct'jd    that   a;;    a    f-jt'jsr^    -ciins  '.73   rnr.y   .nt   sr.:"-    1  iif--^ 
^''  ;-    lnvi;a    you    to    :.:::i;:iry   :;L';;i    r^-j— ;'    .^o    c.-h-ir    linas;   cf    l;\qui-/ 
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MR.    I.?."CE:       I   didn't   hear   you    say    that,    but    I  — 

MR.    HEIMJMvT.! :       Well  — 

MR.    LAlICr^:       I   don't    chirJc   you   told  i?.3    that.      You   r~ay 
havs , 

MR.    f:3IrU\XIi:      I  may   not  have.      That  va  may. 

But   let  -as   say  ncu,   ws  raay   ask   you   for  sonio   othar 
inforrnation    at   a   later   tiTV.n, 

As   you   c£i.i   232.    a  trans-rip'c   is   bzing  i.-rifa    cL'    th-j^a 
proc,:adingG. 

If  avid^aco  is  d3VGlc^:;3d  iii'Sicatiiig  violr-tio.-i3  o'l 
fedaral  or  state  lav,  the  tG3tiT:c;ny  given  hars  may  ba  usad 
a-7aiai;t  yen  in  any  atate  or  fadsral  procrz-aair.gG .  You  "ay  refuse 
to  ans'.r3r  .^ny  cu-^Gtir.n  'c'cz  a;is"..-ar  to  ..hicp.  you  may  ba.liave  in- 
criniaatss  you.  Yen  Tnay  'aa  •rtpraoantac'.  Ly  c:o':.i-.aal.  ."^id  i.H  at 
any  tiui-a  you  Zaal  a  nead  to  coarrait  'ji'ch  an  attcrr.ay  bafcra 
aji.Gv/aring  tha  q-aastion,  make  your  wiah  knovm  a:ad  v?3  v;ill  adjourn 
to   n3LT?.it  you  to   aeak    tha   sdvica   of    acuiisel. 

Undar.itaading   all   of    tha   foragoing,    do  you  wish    to 
prcca<id   -.Tith   triis? 

r:R.    LMTCHt      Abr:oi';.haiy , 

i 

MR.    Ill'iruM-vH:      Do   ycu   svaar   that    'tha    .aatimny   yo':.  i 

ar;    about    to   gi"".:     ^s    tiia    tri!.:h,    tha   ••hola    tru.:h,    and   .-otiiii-g    jutj' 

t'-a    tr-ath ,    so   halp   yoa   •3ad?  ; 

fir:.    ;./::c:j:      X  do.  \ 


-440  O  -  77  -  pt.  2  -  41 
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MR.  IIEir-L'iNrl :  PraS'snt  \;ith  me  ioi^iy,  ir  I  m.y  in.tro- 
duce  the  individu?.lG  who  ars  here:  Rcb.-jrt  Easr,  Spacial  Asaia 
tant   Coraptroilcr;  Tvescbrook  Murphy,-    Deputy   Goraptrolier   for 

Adminiscrati^r.    r^nd    -.'as   C-cr.3vzl  Counsel?    Robnr'^   Serr.io,   v.iio   is    in 
tha   General  Ccimssl^s   Of f ice  in   charge   of  enforcement;   Wayne 
P.ushton,    who   is    one   of   our   ^xe-.-nincrs  uho   Jias    bsen  doing  nczt   of. 
the   vfork    in   tracing   tlio   records   and  was    tha   e::aniijiar  at  Macionai 
Bc.nkof   Georgia   —   is    th;it   correct? 

MR.    RUSHTOw:      Yas , 

MR.    HE xf-iP.mi :      rmc   the   g-2ntlaiT;an   frcr.c   tlic   Justice 
DGpar-ir.-.ent   —   I    am  not  sura    I    C'r.ur.at   yovir   nsu'.a   iix?.ctly. 


•;lT2   .jur.' 


r;nt.  I 

I 

Kith    tb.at   I   %-culd    \i]:<:    to   z-_>rr.   ovar    r.hsse   proceedings  j 

to  Mr. Murphy,    vrho  '.,-111   pose   a  series    of   qu-33tions. 

Than];   you. 

MR.    "TJRPHY:      Let  :v.s   note    for   thci    record   that   Mr. 
I-anca    is    accornoar.isd  by   his    ca.-.:i-,cl,    ;ir.    Als"    Sv.iitk-    end   by   ^Ir 
'^^-    D.    Tiracisr,    -.vho    1    ij;.ir:cr.-:  br/n  1    ir;    .-■n   n-jL-.lfii.wM.t    to   ?'!r .    Lraica 
at   CM3. 

[■'.R.    7r!?.SI21"?;       r;ir;ht, 

/U;.    ;:u?,?Hi:.      rir-Linc;:-,    ps   mcrr   .-vj    I    -j.vr.   toll,    -/c-i 
i-.;;t   '^p-nt    .-11    of   y.iiir  -.-.dv-lt  oyroor   asm,  ;i  -ted   vitn    tho   :-T^  :  •  cn-^J' 
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MR.    I/ANC3:      For  the   ir.ost  part   sxcspt   i;iiv.2    out    for 
Earv-ice   as   Co-imissicyier  of  Transportatior.   for   tha   Go\-orr-o.--. 

MH.    MUKPITY:      How   long  v.-are  you   i'a    cha   Calhonn  IJank   and 
in  v.'hai:  positions?      Calhcv-'.n   Firs';  IJc-ticiial   Bank,   Calhcun, 
Georgia. 

MR.I-hN'CZ:      Segc.n   iii   1951   ou    a   full-fcii-.s  b-bia.-    hc.vir.? 
started    in   1950    on   s  part-tirao   Ijasis,   r.iovccl  \->p   through   pcsitio.i   j 
to    teller,    'iSsLstrjCiC.   cai;hier,    cc^hiGr,    vicG   presicir.t ,    '3;:c_'utivaj 
vica   pre3ic?.tint,    prar;ida;.it,    and   than   c'i£irr;V.^n   of   the   bozrH.  ! 

MR.    KURPHY:      I'ou   b-acanva   president  '..-hen?  j 

M?..LJi?ICZ:       1963.  j 

MR.    riUilPilV:      r.:id   rc:;--inacl  prcjoiclant   ^^ntil  .T-i!\u:"i-   cf — j 

; 

i 

M.'A.;;«Jx";5'rnir :      .".nd   '.."cro   ch:.tr.p.."ri   cr    !:J\:i   bc~rcl   iri'c."   ""i-ivju      j 

I 

\ 

until  r;o-3ciTCa  fairly  recsnciy?  j 

:!R.  LAWCE:   Until  J.-a;jary  20,  1377.  j 

The  position  of  cnairinan  is  not  a  position  of  e:<:jcviti',i; 

I 

oiricar  under  tm  hyj.^-.-is.  j 

MI^,  L-DRPHV:  ?.-r,0.   than  in  January  of  1973,  if  I  an      i 

I 

to;;::- ,,~t ,    y^u.  bizc^tinr;    acrociat'id   '.r.ith    tl-.j    :;atio:>nl   Bc^ik   cf  '3.;orgio, 

Mn.    LiUvCS:      That    is    corrsct. 
MR.   KUJ'trir-':      ;v3   nresidant? 


'R.    U-l'lC.^z      'rh"i'-    ia    o'orr'^ct. 
■n.      :■'::?;?:;".::      ;\nd  you  conti-i 
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8 

guess    a  dirsctor   of   tha   bank   antil   J.?^.'jc.i:y   of   this  ysiar? 

MR.    LAKCE:      January    20,    1977. 

?1R.    I<IU?J?HY:      One   of   the    rhings    that   I  hava   nctsd   in. 
rsviewing   scna   of  ths  minu-cs   at  bcch   of   those   barJcs    is   that 
the   banks   did   pay   a   fair   a~cunt  of   attontion  to  varicr.a    rc^iila- 
tions   and   circulars    aiid   \:'cic.t  r.ot   by   tha   Ccr;  ptroller 's   Ofl'irs. 

I   would    like    to   ask   you   if   you  v;2re    fr.niliar  -..-ith    tv/o 
circulars   put   c'.;t  by   the   Ccnptrollsr 'a   Office   —   I   havo   co-jies 
of   theni.      Ono   is   BsiiVJng   C;i;-:cu?.ar   yor.-b-r    11,   which   is  datad 
Oafcobar   22,    1970,    and    cha    o;:hur   is    a   Gcppjain^int    Lo   that  ci;;:;ula] 
dated  Jajiuary   12,    1372,      Thay  ":?c;tii   ha-,'a    to  do  v;ith   tha   subjact 
cf   bi'.nkb,    bank   stock    IcaiiG    ss.d  corraspor.dc-at  ba'.ancaa .       (^■ir.dil^': 
do^uir.Enc   to  v;itne3s} 

MI\.MuR?HY :      /uid   did   ycv.   a:-.2    thrca    at   tha    ti.;,2    t";;::y 
wera   issued, mora   or    Ir.aa? 

ViP..    LPiUCE:      Mr  .^'i'li'rpay ,    ys;;,  >.ncij,    I   would   ba    Iicru 
prasaad    ;:o    Day   I    sa'.?  ava.vy    rayula\;ioa   the   Co-.i:;:rolj.-ar 'a   JL'J.'ica 
has    iaaiyaa.      Snr-.a   of    tk.-;;;i   you    -r.a    >ui.-    uoina    of    th.arn  vca   d:;ii't. 
Fi-'.t   I    r:it!i-i-   i.ri  igii-e    tha*;    I   hex--.-;   S3:^,    ch-;n\   ir.    ^ha    paat . 

ATI.    i'.uH-'IIY:      All    right. 
;:i:arja  v/ith   aiv/bcdy   in  particular? 

fiR . L?.V'CE £       No,    I    aon't. 

Mu.    rrcr.?:-iy:      I   iv.,i:!'arat.?.r;'1  that   ba-.:k   socck    Jcc-.rs    .-"re 
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9 

HR.    LA:;C2:      They   ars . 

MR.    MURPIIY:      rmau   I    am   aski.ng   is    -.^hsthar   in   ccnr.action 
with   sor.'.a   of   ths   barJ:   stock   Iczzi  businass   clo-.;n  thsra,   you  would 
rQiV.einhzr  bringing  up  this  p?jL-ticular  circular,   or  not  realP.y   the 
circular  but  the   issues   addressed   ia  the    circular. 

MR.  L.AilCS:  I  have  alv.'iy3  baon  very  carcirvil  in  zsiy 
sort  of  baijk  stock  loan  situation  to  lacks  sr.ra  there  vare  r:o 
co-Mip2ncating   balanca    r'^laticnships    in   relationship    to   ths    loc^ns 

th'30S-:2lV£S  . 

MR.JCijnPriy :      Hcv,-    or.a   tl:inv/   I   I.av;!    run   <-cro".~    in  the 
file    that   X   didn't   s.-;e   in   the  dorir.r.zr.'iz    ■:hat   I    could   fina   er-.ough  j 
e;:plana'-.ion   th.nt    I   could  uiid^rstaivi   it  'vas    tli';   Lanca-lot  Ccitipai.^' 
Would   -..-cu  bs   good   snoi-.c.;:    to   tell   v.s    -.ho   o'.'r.r;    tho   i.TiiC2~lot 

MK.L.Vi'Cn:      'rh?_c    is    just   a  partnership,   1.12   oiid  ir:y  v/rvs.  | 

! 
!'.Ti.    IVJi^SilY :      Ai-d   Can   I    corrsct    it   is   not   an   operating 

ccr;:priny? 

r'R.  L?.KCE:   ^;ail,  it  is  xiot  an  cporating  cc;T.pan/  as 

par  se ,  but  it  is  a  partnership. 

I 

.'■a.    rttjlvr rrx':      it   really    jur;"r.   ho?.ds    various    assets?  | 

1 

?:a.    r.r.tiCH::      That    is    rioht.  ! 

! 

r';"<.:-'iU:'^?:r/:   Lot  mz   run  thrcr.';!'.  the  transaction  as  I    i 

I 
vadarstand  it  about  t;;:>  acnuisition  of  you:-:  sharas  in  I-;atic".al   : 

i 

ij  J.::a.;:   o7.    Ccor.jia,    thca.  yo-,i   can   ccrraat   r.va    i.f   I   hava   v-iiv   or    f.ii2  j 

il  .^-a  -a   -r-or..  '  j 
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In   1975    tharo  v/ars   apparently    in   rcv.nc;   nunJ^-ers 
690,000    shares   outstanding   of  National    ez:nk   of  Gsorgia. 
Financial   GGUcral  Corpcraticn  CT;iied  ghs   ir.ajcriby   of    thoaa    sh:\res 
And   thare   were   nsgotiations   during   the    spring   of   that  year   cul- 
ifiinating    in   a  sale    on    th=»    thirtiach    of   Jiina    1575    in  which,   ycu, 
'■ir.    Lance,    purchased    1-43,118   shCLron ,    and   t'.;o   of  your   ;.-;^oci-aterj 
also  purchcasd   sh.arss   of   tl" .    Vin  Pa^iillo   purchsissd   throrjh 
G-.;inc;tt   —    cJirouyh   };is    caropcs;:/. 

Miv.    i,?vVTCE:       G"--fir2ti. 

HR.  IIURPHY:  Gv;i::c;tt  Inaustriac ,  IG^  zhs\-:;>:^  :..:iC  Ar . 
John  H.  3t:;aibier  purchased  directly  5.000  slir.rd^.  I^vA  thr ;'.-..jh 
r.   ti-u3t   anouho.T   I   b.^li^va    it  ;v.^.s    oS.GOO    shcrss:   trore    or   Is:::. 

Inriofar   as    you   "cr.T.v,.    £•'.■.'.   I   righ;;   on   the   nv.nhirj? 

;5it.    X,At:C2:       I    ^hi:i"-:    -nhac    ii:    in    c'v.^:    ballpark. 

'/.'2    hud   bn.Lsicilly   ens    oth-^r    -iroi-p   of   c.i. x<c.\~.zl:'l:i:'s   rhtit 
purchaced   the   r-2iTiaining   sharas    fro;-t   FinaiiCial   Generi-l    in    i;~ia 
prcrje;:s ,    but   basically   ^ir.    Scn.rJDlcr ,.    Mr.    P;i'i:illo   and    I    p-.irohined 
i^^'.o   bulk. 

rn''..    jiUR^liY:       I    rc.;'.crcb:^.r    t'":;    cti'.or   group    as    b:'i";\:v    ?.    llr. 
O'j   '-,,-i/ba    ?.^-   rn.iny    ^;?    10    indivilunl;.- . 

ri^^wiuiRPI.^Y:      !:"no   pur'jh-;.-.C'd    ;r;:::h    v\:\:xl\  ..•:;    '.i'^rA\-\\vz    o; 
r;-och  . 

1 : a . :;AHCr: :      That    i:i    ri^ht.  | 

.  :'^- .    I'U/n:'';*'^ :       'i   ':■':'.':    Uo    i'c'u.j    en    'zhr.  _   pi.ir;.'!':  ";".o    "^f 
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11 

3hars3.      V?hat  discussions   dia   ycu  havG   wit-h   ar.y  br.n>s    ccr.corn- 
ing  tha    financing   of  your  purchase? 

MH.    LA?:CE:      V7<>11,   v:ould  you   like    for  ne   to   sort   of 
give   you   ths   i-.hole   nErratlva   ox    ir.3   thi:ag?     riayba  ws   can   covsr 
so,T.3   ofciier  questions    thatycv:  rcay   nave. 

MR.    MURPii'/:      That  ';culd   be    finD. 

MR.    LJusCn:       In    ths  crcc  =  o3,       Klisn   I   v/ant   -co    th.-a 
brjiJc    in  J^inuary   of    1S75,    of  cov.>:g;3,    -cr.o    ria-Tici.r.l  Gei-.arcil    p^sopl; 
c-.j— .2.3    60.1   parcsn'c. 

The   banking   ^iir.c.bica   in   Georgia   3.t   that   tirp.:^   ^riclud- 

i 

ed   cny  holding   cor.pany   .i::pr.n"-^.cr..  I 

I  felt  lii:o  vit-Ii  '.y  '<v>.o",7l2d<j3  of  tho  ststa  -ma  ■  :r-^r--  j 
ienco  ov:;r  the  c:tatG  that  ulMi:.;r.t^ly  ^-^  v;ouia  he  in  r,  pQci::icn-  j 
vjhero  ".;,?   ccvlJ    'ip.'j.zz;-:    oji;."n;:lvrC    in   r.clding   cc:":pcny  hazihinc  .  j 

There  '.7as  a  psrticuli^r  problc-r.i  involv^^d  ".;i  ch  rar"*:.-G  fcc, 
c'./narahip  by  foraign  holding  ecrr.pc.ny  in  Gaorgia,  bacause  undar  j 
the  statutes  tliasra  had  to  be  apacific  G:aprarj3»d  authority  for 
any  foreign  o"-7nad  hcl.ii..g  cc'-.paiiy  tc  transact  itsalf  in  or.y 
holding   CTxpany   accivitias   '.■•han   ths    law  v/as    changr.d." 

1'h2   p.:;culia-L"   pro!^l.;i'i   '..'as    oausad   not   by   r,w;iar-3hl;;.    cf 
^^'inar-aial   Clanaral,    but   by   tV.a    fact    -.■r..T.ilt''/n  Pan?;    sh-'"r33   h:  f    a 
holding   coiuoany   cv.-cratio;.;    in  -gior-jia   sine:-     ;!'La  'thirc'- :- "  -    and 
tharo   ^.an    a      political    ii^vvoj^ibillty    of   b;i:ig   a^;!'.:    t-:;    <^''.  -    iny 
cpacific    IcgiGlaticn   t'iroi.b^'h    t:;;:    'Jicrgia  C-::iiy:^l  rvcsaiabiy    ca- 
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1 
i 

future   acquisition   pcuara    i:i  Georgia  bDcausa    cf    tha    fact   ;-.h.-.>:        j 

the   mail  v;lio  headed   up   Ilc-j^J-lton  Baiik   shr.rcs   had   created   ec::.-»  i 

j 
problems  with   regai-d    to   th3   political    sv.ructura   in  tha   stato  j 

and    Uir;-:e    just  v;as   no  way   that   th.i      G'^rijrcl   A3c;er.iily  would   cv^r   j 

allovj  Hai;.ilton  BaiiJt   ohar-as    to   G::p:;r-d   in  Georgia. 

So   having    that   in  r,ir>.d,   -;c   ii^.itii-tecl   conversaticns 

vith  l^inancjial   Ccridral.      'rho  bc^.nk.   at   tli.?,t   tii-.-.j;    I   or.cect    i-i      ha 

ey.2S    of    the   Conptrollar '  s    Office;   \;.~.:3    net   cvarcapxtal  i^rad   cy   ..■■iiy 

iuoanrj,    that  Financial   GonGral  had   b'icn    Tairly   rrsstricti-'a    ;.n 

not   avon   wanting   to   talh   ahov^t  putting?    'Tiy   additicnal   capital 

iii-o  th.-2   bank,    and   sc   V2   :,-.-;-.t    to    rrso    ths   I''i:.-.ar.^ial   Ca.^j.-ai    oocr 

! 

to    Tcc    is:    cb.t2y   '.;cula    rj:2    .:ili''.;"j   to    :'.:ij.    .-.h.^j.r   l;-.:oc:!'..  j 

j 

M?.    LA;tCI]:      Ki.v:/    CAcvelanu    -no    ':,'.:]\o   sivz    ch-.ir::.:.n    o:    .;:: 

board   and   chiof  e:cecuti\'e    o-JJicar   o."    tc:c-    liatiojial    Ba^-.h.    ot     ieocgi.i 

to   Has  -,,'hat   -tiie    future    really  l-.old,    !:-.!0-./ing   ^:-all  v;cll   aj    Icnc;    act 

i 

F.i.viar.-.:ial  Gcnoral  retained  their  c-..'n:sr-jhip,  that  we  -..ouldn't 

; 

hava    any  difficulty   in  vrovi.rq   icrwavd   in    a\:&bi;2   hanhiv.g    an.ii.ty    | 
in  G^orcjia  . 

'•■r.\.    i-lu:';ri:V:      X  •;-;a   ■.■^\.:c;  t-:   a:i;c    v.hout   v/h  ?a   -.-aa    it   y-^u 
Cud   :jr.    Cl:;-vo^^-id   ^.ann    ho    :;    :   ^-^:i:.^^■:lr\:    Ginaral? 

MR.r_-;  ■  !Gi': ;         J^la    I    r^-.;  .'.•tar ,    :v.\    r-road    tarno  ,    it   '.rsLi    in 
pro;5ably   March,    April,    I    ra-.;ar    i 'ii  ■  ;  •  v  ^    t'T>    iTir:;t   d5^:;a;<  .;;:icn 
i^c-rt>a    in  March   ::;oc-\\\-,i2   of    :;h;    ^act    i'.at    .-;=   x-aro   c-.-c'r:r  ;'d    aor 
■'r.  :'."■,- r   or   not    the   C'r/.^aral   .'.a  r  ;.:•'.- 1\'   '.     ■.;    -^'oi./'j    to    i/h.'a  ■    ■    i  c  ■ 
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atatu'-s    in    1975.       It  had   bee;-,   a  bit::er    fichc    -\r.    Goo,-;i,: 
oolitical   standpoint    abcut   chri^ging   th=    B3.nk    Ho.ldir.g   C-. 


It  did  hot  PC33  in  1975.  Vra  ITc;! 
pass  iu  1976,  v.-hich  it  3ub3cqu:;nily  .'lia  cy  cr.3  \-o'_3  -zs  1 
in  the  House.  But  jI\c=  circu -3 -oncc"  ircra  Guch  tha^:  •.::  :; 
v.'e  pretty  veil  hr.d  a:i  i'.r;p.-.G33..  ti>at  riiir-r-cial  General  }.->=a 
■want  to  322  iJaticiial  Ei-^r-:  of  Georgia  qro:j ,  thay  didi't  ■;; 
ba  .cacsd  vrith  having  to  pv.i  in  additicr.cl  c.?.pitrvl,  bo".-"! 
that  p;.rt  of  the  prcccr.3,  sr.d  I  felt  li;:e  if  '.;<?  vjar.^  goi 
cci:ip;':3  in  Goorgir..,  v.ti?Li~e  KhatT^vei-  tnlr'nta,  abilities 
h^'"G  v.'i  th  rsgnrd  to  krin'riny  osople  ov";:!:  tho  str.ts  ff.nu  "-::: 
^•irt   of   tha    total   >i:_'t3.t-'    ~i'    '-nj;    stsi'>r;,     :hcvt   vr2   ho/^    '■/ z  -fo 

iC2    talked    ■:©   ti.^i'i   abci-t   "'^c  -;-;i"   thi;/    v;ov:'_;   1.3 
-3   -j-M    th^ir-r    intev-- 1; 'ru    or   iiot.      v7.3    s-g-T.cced    in    oSVS:r.;l    :!■ 
diacuGsicna   -.;i<A    ti'-s    ^''inaTicial   Ge';i.-.rr.i   ^j  ■ople.      t'hr;/    .■"i:-. 
said   -/es ,    thoy  ifould   be  -^/illi..-;    to   cell, 
with   :Ir.    pi--j,. 
•said   7ivo   hiii:  ths   righ 
givn    thrt   up   to   aIlT.-7   tV. r  a' to    csll     •ii.-.h    .0  U3 . 

Thav  l!7;d  t-;oa  doing  ';'i:;i  ;:.j.-j ,  tliG  b-i^:::  r-:;  .;:jl, 
<;i3sir.G3£i  with  tiio;  "ir-vt  ":a;Jo:.;.jl  Ci.:^  -i-.s:  or.  ':-\:w  '/o::'.-;  ^ 
tc"  of  courtscy  Mr.  ::i;v;:  l.:-ad  ^iiid  T.  t'.l/-..i  :^c  t;~~r^  ^bo:it 
or  Met  ti.cv  ;,o'.ild  b;2  ..'illi:i.j  bo  j;ir.-::;iOi  a  poj.  :::iov".  c  ■  'z' .' 
th.rt    L    ;r.i';ht    anvo    "/co-i.   •.'il2.i:.-.g,    coir,    to   buy.       liy   ••■■'■■.::  ^    : 
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'.■7no   iiaa   i:33r.   cr.a   pvcv"iovi3   urecij.c.cn'c 


Jirjc   rcrusa.:.  . 
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14 

to  Georgia.      I  v.-ancacl   it   to  bs   a  Gaoirgia  barJc.      I   v/antad    it   to 
be   a   growing,    viable    infjtituticn   on  the   Geojrgia   scEna .      And   I 
Was   willing   to   ran   ths    risl:   cf  havinc    to   try   to    fir.aaca    tha    in- 
terest  and   tsike   cars    of    that  part   of   it   until    I    could   rsally  get 
the    s«ock   distributsd   over   the   state    and  maha    a  real   Georgia 
bajik    out   of    it. 

First  National  City,  bacauaa  of  the  relationship  cliat 
they  had  v;ith  Financial  Ganaral,  felt  th.at  it  probably  vjoulda't 
ba    aporopriatG; ,    did   that   sir.ply   as   a  r-.attar    c£    courtasy. 

I   had    had   a    Icag-.jtaTiding    ralatio:ii;:'.ip  v.-ith   i"a:\ura  ::tur 
ors ,    from   the    staiidpoint    that   thay  \;2re   our    prir^ary   correspond ^r. 
in   Hav   York   v;iti"i    r :;laticr.3l\ip   to   Cai'iouu   First   Natiov.ai.       I   haa 
i:iiov7n    Bruca   rsroii'/har,   and   r;i^<".=ral    of    thr.    oCficcirs    of    th'o    ba/.k 
for    20    yaaica    or    ■.■o..    had    a    frica/Ily   r.alaticrr:hip   with    th.a.. .       ..'.V37 
kr-cu'  '..'';iat   we   had    dor.a    in   Calhoun.      Thay   kn'jv/  vay   backgraai'd . 
They    'rnav;  my   circi^ma  Lances .       It   was    1    though.t    a   natural    thisig    fo. 
me    to    go    talk    to    thein   about    financing    the   purch»ase    of   th.e    stock. 

Thay   said    that   they   ^/ould    look    at    it,    that    in    light 

of    th,-    long   relatioa'jiii  p    triat   t'lxcy   had   .-■.ad   v/ith   :-P.2    that    they   ';?r: 

vo  r  y   I  ■uc"'  i    i  ate  re  s  '-.(jc.  . 

\  In   'L:he    <r.-.ar:.J:ir.r; ,    J-i  ::ar.::,-;ic:iis   -.yith    \--'j:  ,    S  toiui.iler    and 

i 

|Mr.    Patilio,    an'-;a'_,ad    itr;:.;if   '..if;)-,    r.s    aboat    t'-.i-'-   '^urch.-^FO    of    \hf 

I 
^-"■)iar    .:;na.-.er:    anid    catting    V.ho    t'v'nj   beck    to    I'aorgia.      ■;Oh...;v.   h\:r.\- 

illy   \:r\';    ohn    bzgivaiiig   of    r.h  ;    tj:a!'.a.:  ctton. 

M!^.    :jij!^~:'Y:      Dia   vn.;   talk   "ith    aay    o'aer   ;.>a'\k:.    '\-ij.7^'yC.    :;  j 
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Manufacturer  =5  hanovoi:  about  pcsiiibly  financ-Lr.g  your  purcIiasG?    ! 

MI?.  I.AihCZ:   I  Tcay  hax'c  had  a  cursory  con-.'crsatior.  with! 

Rick  Dean,  at  Sa;il;  of  Virginia,  but  nothing  —  nothing  really    i 

with  any  specifics  involved.  j 

MR.  SnXTH:   I?:':cu32  ^lo .   He  said  did  you  hava  Ei^v  cUho.vi 

I 

con^-arsr.tion  vrith    rinv   ct>.2r  ba.iks  -    diid   voo.  h?.d   slrccdy   scid   you    ; 

i 

did  discuss    this   i/ith   7ir3c  Waticirr.l.  i 

I 

iliv.    LAI-;CEr       i    ?.33v;nv3d —  i 

I 

^iR.    £>:i'r:T:       Vou   ::iar.   i^   addition   \;o    i"irsi   ::r.zt5.on-5  I 

1 

City   and  tiaiv^factursra?  } 

Mn.    L^iiCZ:       I    ^33u:.^2d    ^ihac   uoiild   ba    ;:-.^Jcon%;iv5;    tc    his 
quf2Gticn.      Eut   if.   you   ars    ^iriJrir.g   did    I   go    arcv.r.d    and   L/^i'dy   cboiitj 
tha    lo32i    ill   ::-alc:tio-^:;hi.i-   tc-   ccrrtsooridaiic   b:-.! ■;".;; c.-i:G    z.ic'    oc    Jorth    li 

i 

3o   on,-    thK    vnri-.:rr    i;;    -.c .  j 

IVa.    IIUUVIVI:      Dn   yov^    r..:-ir:u)c:r   -^hon   you   ta^kac;    to  j 

ManuiJactur  ;ri;   iir.-iov-r    —   cmd   I    .yili   tall   you   --."2   hav^   cT.    iiidica- 

tion    froT.   the   raccrd    it  '.'as   ..oril    15    — 

r;R.    i.r-.i:C3:       -t    -/as    ccrr.atiina    in   .^>pL-il.       I    di..In'c    bno;/ 

3paci-7lc-illy  'aVsoh  ,    hnt    it  was   :;a.n^ti.-.a    in    April. 

HR.    :;URri:Y:      Uaro    t:..i!rn   rncr';-    than   ci-aa    o-    tai:3    ;ii:.bj::c: 
i-:j?.    LfV::::::       Z    v-'illy   c^a't   raapo -.d    spaaiiricJil  Ly    a^    to 

ho'.y  mr/ny   tin.n    X    ..liglit    •...■.'.■..-    qcua. 

X    r/,-.ly   rei-'a.nbrr    tha   baaic    .-o^-iVar-Tfitioii   iu    \;:ie    ba:- c 

tiiara    itsalf   about    the    Icaa    J'-'.d    -about    tha    puraha.^a    ol;    .TDG    =--:;ca!-, 
1  i'.    .;l!';^*::V:      ■•'-.    a!=;.v   l.a  ra    indiaatioc     .b.-t    roa  •>;:::■; 
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MR.    LAi;CE:      I    thirJc    that    is —   a2    I    rrertieinbGi-,    ri-hh. 

MR.    KUr.PITY:      As    I    said,    it  '.iran    en   April    15>-.h. 

In   cc-.inoctioii  •■fi-':J\   t'ls   r^iiac'ac-r.iv-)-.!   en   April    —  v.jII, 
rfi3   beck   up . 

Do   you    r3'.r,c;::>b3r   "M^hc   '..as   preGCiit  •;>.cn   yoa  vr2'-\=;      tallcir.rr 
with    the  Kim-ifacturGrs    'Ta.^ovar? 

'AH.    h'CiCii:      2ri:c3   3ro ■.•,''-,■  hn!;;  •■/r.-.'j   p"ini!r.->   r.nd   ^^I'.uy 
C5.evsl:?nd ,    chilrr-irui  of    .-.'..a   b-ic-.rd   of    olin   i.--;'oic\i:- J.    r.r;.;^   of   <3  jr. ■.■:■-;,' i^' 
•/as   p:;."acen<: . 

to   sec    the   pc.par   that   you   i'.r."?    ■-"■cfer:,-ing    -o   :io'7? 
r-iR.    JiuRi'H'::      :";u-C;iy. 

?1R.    I;i;;TMr.:;M:      iTriy   .^o:;'t    ;/c;-i    ^/.p/'.rii.d    xhct    it    ij;  . 
MH.    [iUHPHY:      Wh\/    .ton";:   -.  :     a:.rV    it   'lilvhibit   Ji   to   k't-ao    it 


iiiuit    A,) 


li-ni' 


j'^rj    VrxL'.D-f.i:?    r'.'i:r;t    t"i  ■;   A.'vil 
?.T   \-ov.   -zzA   -i.'C ,    cp.j    o"   th::    ■: 
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17 
MR.    LANCE:      Yes,    sir. 

MR.    MURPHY:      Do  you   rsm-ambsr   visiting  v.'i'ch    fihose   gontl. 
man? 

MR.LAMCE:      I  had  mat  Mr.    Jan'-tins   prsviously.      i"    rem^-:!: 
I  v.'as    not —   I    just  v/ent  by  his   offica    and   said,    "Hailo,"    a'^id 
Mr.    V'oodruff   carTiS   by;    he   v/as    on   his  vjay   to   something   else    as    I 
remei"iibar.      V7a    laft  r»r.    Broughan's   office,   went  by  Mr.    Jenkins' 
office. 

MR.    r'URPilY:      During   this   laeeting  \;a3   there    any  d"'sc;u£-- 
sion  of   correspoiident  balance? 

MR.    HElJlJ-UsTI:      I    jvist   think   you   ought   to    ra;;d    the- - 
'.vhare    is    it? 

iiR.MUP.Pirf :      v.hct  vre    find    i  i   the   ".err.o    is    a     jort   of 
a   pie-in-the-i'ky   '..'ish  .       It   says: 

"For    the    records.    Citibank    i3   currently   thr;    Miitir. nal 
Bank   of   Georgia's   principal   ITew  York   correspordant .    ar  d 
although    it   •.•Jc.3   not  premised   to   us    today,    one   ivcu'-ld   aas-iKie 
that    should  we   irake    this    loan  '.;e   v;ould   undoubtedly   be 
receiving   signif icant  :v"w  busines.-j    from   the    baii.k." 

'■'■/   gi'esticn    is   '.;heti2er   tha';   sentence    in    the    r.. r^rcorfaiduu; 

]refl.?cl:t;    to    the   bGi;c    of   you'r  ri-.ei-cry    ■.vay    specific   discaseion? 

I 

ilR.LnuCC:      \:o   'lid   not    really    >alk    abeuc    corre  £;poi;ccnt 

balances    and   thai;    r:crt  of    filing   at   all.      iiruce    nrc •■>.:. "".^tt:  !:a;.--7 

>"e   o::tr-:;r.ir.ly   '\'ell-    da-ilt   •.-.•ith   rr.a    for   a    long   period    of    ti-M.       '.C    r 
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rslationship   in    the    future.  j 

HR.    riURPHY:       If   I   uiidsrocociS   yen    correctly,    ycu   cnic      I 

you  njarla    the   csrie   asaruViption  tliat    nhs   pscple   frcra  Mriiiianny  ! 

"id   that   thera  v.'ouid  ba    a   correoponflerit   rsiation^hic   in   ths  1 

1 
future  ?  { 

I 
KiH.    I.-PJICE:      V7ell,   v:o   didn't  hav3   a  wow  "oi;;:   co;."r3"y-'^-"-^'" 

i 

1 
sat    m   tna   i;cii3e   or   •t;i2   corro3pcr.c-.i~c    r: 

l:hin;:    it  i;cv,ld   st^^nd   to    •:rr.":r;rL    i"J    l"iL"~t 


|.oiijn?-p    r^vi.   J.    a;n.  I' 


.•as    aom 


;.o   continii3    to  hav-: 


■■  ! 


'■;2  vculdn't   be    in   tha   prccscs   of  r.KL^ing    -:iri"?v.ig3~.-jnts    ebcut    cr.j >..-•;.-! 

corresccnt'aat   relationjuipn .      ".r.d    I    tiiink    th?.t  v/as    th3    si  tuaticij. 

! 


j 

■'.::;;iona-l    Bi;i:.!c   ot    G:;o'_->:ria   •:■<;    'iho    tiv.'3    ,j'C-3;-;;7G;ntlv    for    -jcr,-..-?   -".jars      ! 

previously  had   been   CitibrrJ-Cf    is    tiiat   cor::3ct?  j 

I 
< 

:•:?-.    Lru'JCE:      Yg3.    Bocr.uac    of    cr.o   Piiiar.ciai  Caiiara.!.    ro-  { 

i 
^av-.tcnanip. 

I'-v.iruT'JrnV:      ^^r.d    ar>   you   cz-.y,    t'n-r.t   Citic.-.nk  ■vr:n    tSi.-i    cc 

(■lll.Lr.lVCJ!::  .r'.s  f---  dc  I  '■:;V',.'..  tin'^y  V.-id  vuth'jr  sian'.f  i- 
oznt  .%o-:-.r.s  C't  r'in.'.r.rjicl  Gcr.:r;.l,  zc:cv.r::6.  hv  .':to,~k  of  :;ho  varlo 
''■■•Tiiis,      So    I   \;o'"iid    riit-i'i'sr   i  ..ii'^ir.  5    t.- .y  ■.;«r~    corre::poi";d;.;!t    -'or 

•a:^i  of  it. 
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MR.    L.VinCJ"-:      I   \;ov.lt'    iiWir'.":    r.c . 

V.n.:-i::r::'",rr      i>:.c    yor    h;v^    r..:y    f;pjci.:CJc   clifrcuc:::  J  o::   at 
c-i'.y   oci":cr    iiv.-.j    CiPJ   ycu   rcir-'.i.i.c'r    ;;rc"...    cnycnc    r::or.i  r-i:cihr.i:nv   ^  i'^'-i''^ 
correnpCiiaea;;   bi;lanc:.r.c;? 

t'Tv.    L'.'ivCli :      ?.TC   you    I::.!;:'!  Jifj   £i  out   3ub;:c:jr.r:nt    to    the 
April   r..3'j'>;i:-;g? 

f^n.    L:*KCE:      Kc-'j   cpiiCificalJ.y. 

v7€   dicln't   talk   abcr.'^   t'ls   b-iar.ci;s,    didii't   tel',:    aboL't 
t-ayuhing. 

I   v.'Oiit   to    the:;    o:i   ilis   bjzis    of  r.:y  rcl^.t.'' onsnip ,    it 
v.'ouIq   "de    e    Iccn   tr.r.t  \'culc:   b:;    cs~;'.rL;u  ,i'o  v.cuJ.oi   be    r.    j.ccr.    \i.i;;r. 
\Tii3   roino    to  '."orh    ?"-"t.":.;i  rly   hi^rc".    co  i,.a;.?    sure    •chKt    t:;--i    be.:":  c   uii 
vsll,    ii^ic"    ill   EC.  .t    ."?;.  icific    tlirj.'.rr;.-."!   --.ve  wou.l.d    bs    cblc    v.o   cif;po 
of   the    r.tcs":    in   the   State    cf   Gzorgi;.:.-    c:cpan3   cv;ne:c£;hip   c.f    the 
bsn!: ,    Kiid   vie-   it    on    th--.t   ooxz   oZ  br.?:ic,ar-d   that   is  •.hat   I   claiw. 
to   dc . 

?1K.    I'iUP.Prri':      Ail   rigrit.      I    hiive  nici;.-kec<   Exhibit   B. 

(Ths   dcr;i;ni2rit  cbove    r^fcrrtnl    to 
'■—s   inavJtect   Exhibit   B.) 

"■iK.    irjr.PxjV:      TrJ  s    is    einothar  iVienioi--r>:;i:n   fro;-:^   th:i    cr.£di- 
file    froi.^  r;a;,ih;mnyj    the   date   of    it   is   April    2'j,    S;;d   I   -...-culd 
liks    for  you   to   tahG   i  p;.r>icular    look    v-.t.  tha    second   paragirapli. 
(HEr.ndiiic-   docurri-mt   to  v.'itnsEs) 

'ATX.    Il^.NCE :      This   it'    ar.oth."!!"   internal  iiisniorar.diiiu. 
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M:;.  ?:(ri:r:;Y:  ;:-  yen.  o:.\  :y.^^,  i^  i;ayr-  a  ;.-..!  :o.r"  or  20  -1 
percent  i.'ill  be  v-r.intainoo  i:'  tli.j  .;r.tiQP-r,l  rr.ril;  of  Cec--._ir.  ;  rcc  j 
In  Edciicion,  they  rj.ticirr.to  hrvii-.^  all  of  the-  Ks'.-.'  York  acv.ivi.<-\i 
for  bilLuiccs   up   to   a  r.!ilIio;\  tlollcrw. 

;Ti2t:r«:i   Cia   the   20   pc.rcc-.it   nuT^'bar   cor.c;    fror"c? 

MR.    L7.\"CF.:      I   Lc.-:'-'.-^  hr.-."c    tl'.c-    3lighi:e:3t    j.dar-.,    Kr. 
r-i\irphy . 

MR.    M'JFtT'HY:      i-::.n    it   cvsr    ccTrjiiunicatutl    to   youT 

nave    to   r.nl'    the    folks    at  ^Li-r.f £ctu_-.-rs    IIc;-!G"/cr  v.'Iicrc    thr.t    vcr.z 
frcTi. 

V;t   n-^'A;r   tiir:cu^r;'.'c    ST.y    T'O   percent   cr   c.nyt'dr.g    liv^ 
t:iat. 

r'iPw    *TURp;rf:      v'all.    Ist  rj3    E.Gk  you    ahoii.t,    sc   you    cm   se 
this   m37iio   Sits    oct   .-i  nuMte:*    of   othar   ten-s    of   loan   aiil   on    the 
second   prra ,    it   sr.y;; ;    "!:r.    T:;;nc-;      ecasntcci   the    conditi  one   '.vhich 
B.VLicrf   stip'jletr.-d,    ~.";:'\    £;.?r2   ii^    -wC;:!.:'    Ls      "Dae?:    in   toucli   ivi'tfi 
furthcsr   inf omiiition   about   the    invss-cors   v?ithin   tiie   next   dciy   or 
t\70  .  " 

Do  ycu  kncv;   c:ny   b:3is    for   thst   SGntsnca? 

riR.    I-:/i:CTJ:      Kc  -    yc-.i   '.roulo    hi^ve    to    chsck   witi:      Be  isy 
^o  Vicri^r,   vno  \;-}:ot3   the   rr.f.o. 

Hy   conv3r3ation  '■.-ith   Firuce    relstea   to  :i'y    loan,    to 
tiie   plans   that   I   heid   ivita    the   br.nk ,    v;hat  \.-3  \:cre   going   to   try   tc 
&o .      No  in-jiiticri  v.zf.c   of   co.  ■.pcric-sting   balriuces,    of   a  percentage 
--J-'^-'^iorichip   or   cnythiiir;   of    t^iat   typG. 
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My  loan  stood  on.  its  o;7n  as  far  as  I  ■.•;as  ccr.cerned. 

I  might  add  that  I  did  discuss  with  him  and  I  think  he 
would  say  that,  if  you  asked  him,  that  I  v/finted  to  naJcs  sure  tl^.s 
there  was  no  imputation  irisde  about  any  sort  of  balazica  arrangs- 
ir.snt . 

In  fact,  I  am  sure  if  you  subposned  my  records,  '.-jhich 
I  understand  that  you  did,  that  chare  was  a  personal  account 
that  I  opened  with  the  bank,  you  knov;,  to  naks  sure  it  ',■;;>,£  goin':- 
above  and  bsyond  th-a  n3car::sity,  very  small  account;  at  least  it 
v7as  an  account . 

MR.  MUr^PHY:   as  you  said  that  you  opanad  a  personal 
account  v;ith  Man!'.anny? 

MR.  LAUCS:   Yes,  I  did. 

'Ail.    MtJKPH'i  :       Zm'c   yet   it   being   very   sniell   v.ould.i't    eqvir. 
20    percent    of — 

HTl.    LAHCS:      There   never  v.'as    any   ccnvsrsation   about    20 
percent,  ^Mr.    Murphy.       It  v?as   strictly   an    acco-jnt   relationship. 
It  v;a3    very   small. 

MR. MURPHY:      All    rirjht.      The    loan    —    I   need   to   put    scr.-.e 
iiunbers    in    che    record. 

The    loan,    es    I    understand    it    frr>:C:   rianrianny.-    '..'a.-s    made 
on.   the    thirtieth   of   June    and   i;as    ?or   a    tot.-:l    ctuoimt    of    '$1 ,6?.G  tOC 
-'r'    that   correct? 

MR.    i;EI''.''in;:i:       20    percent    —    at    20    percent    cf    th't    lo 
■:vr.-.ount   -,-ould    equal    vj25,000. 
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MR.MURFHY:   All  right.   I  am  going  to  nark  ::s  Exhibit 
C  another  internal  piece  or  corraspondencs  from  Manh^nny.   It 
says  it  is  an  interoffice  letter  dated  April  14.   It  briefly 
outlines  the  torir.s  of  the  lean. 

{The  doc-raent  above  referred 
to  was  marked  E::hibit  C.) 

MR.  fiURPHY:   I  call  your  attention  to  v.'here  it  r.r.ys 
"Balances  -  20  percent  of  facility."     (Handing  document  to 
witness) 

MR.  hTiV.CE:      Of  course,  I  have  never  sesn  that  either. 
Have  no  knc.vledge  of  that —  reason  for  that  at  all. 

I  'vould  thirJ-:  tiiat  folic. /s  '-'.p   the  prG"."ious  ir.eir.o  in  th£ 
file. 

fiR.  f-;URP'IY:   It  in  t!ie  saiT.e  day. 

MR.    L/IITCS:      T;e   didn't   have    any   discussion   about    cciiper 
sati.ng   balances,    Mr.    Murphy. 

MR.    MiJRPilY:      Do   yc-a  have   personally   any   records    relat- 
ing  to   your   conversations   with  Ilannf acutrers    Hanover   or   any   of 
the    people    thervj    about   tlio    loan? 

'.-'iXi.    LA;;cr::      Do    I    per^';■3naily? 

MR.    T-.\i:r2:      Uc .       I  luive   get    a   cc.-r,v.ii  tr.ieat    letter    froiT; 
i-hem   rel-?.t:'-ng   to    th.e    loan,    •?hich    I    as:3Ui.-e   yon   have. 

MR.    i:un?-iY:       I   have    a   letter   daced   Hay    2 \ ,    1075. 

I    v;:,ll   m-irJ:    tii:-..:   D,    f-irt    it    in    right    ■!Cv/-    J'i.;t    to   r-r.'te 
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sure  va    aro   tni.cmc; 


M:?.  SMITH: 
sasn   before. 

MR.  l-;rjRP;:V; 

Mr.  IiancE, 

Tip..    "lURv'-Ii' : 


lb    Lho   5. ?.:,-.■-•    one. 

to  WC3   ;n'r":ao.  i;::"f 
3U  h.?.v2   new   shell      'j-^    a   n£iT 

\1I  right. 


2   hav>2 


iV^nn:;     -o 


fcsr   th-ii    ;:h3    loan  h^:d   h-^<i:\   ;;pprcv:"/^? 

q^.^ar-ca    of   'cha   daias^    bscr.u.-o  '.;,-5    -/rjr-i    ii.'/cl.vcd  '.ri-'-a    ;:he   r  Inane 
^''^■i--i-'^'-vi    t>-y.inc;   to   alo^c    it    cut    OJ'id    -^o    fo;;r.h    zed   so    g;i.       I    •chi, 
thnc   3ru-3   prcbabiy   c::il_;I  t^-3    en    the    tal  :;phcu:'    ana    •;;.->i  i,va 
aciii-itiro      oriOi    to    >:..-■:    -'^■■.  :^v.:..  :;;t    ljtt.:;r   th:^i;    it  h-v"   tG;on 
cppro  i'oc ,    i;ut   I    roc.ir.'/'   ^Ton' i:  !^now  iJ.at   cli.y    'ihat-j,.-: . 

■  i^no\:j;   :^L::;;LkJ„-^    '-Uc^t:      c?   'T;.t -oviJ.J.    ^' \'\    ''.z    n-:;o>:.ji.: ,    tc    ;;hic^i    ■;' 
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to    the   National    3cirJc    of   Georgia  baiar.co    in  ny   cpiriicn. 

MR.    nEiruini:      ^fell,    lat   ne    put    -it    ir.   a   clif .fav-int  \:s.y. 
Ware   thsrs    any   oth^r  scccu.ihG    vitT\  -.vhicli    \'cu  ".-:era    asssc.\at-d    cUaj: 
nay  have   bean  what   tiisy  v-rera   tajJif-ng   ..■bou':    —  -v.-^ian   I    l".v    "thsy      j 
v.'ere   tcl-iirig   about,"    I   didii'fc   say   you    -.-aire    t  ilxir.g,"tr.  ry  '.-^ra 
talking   siout." 

'•iR.    U\;::CE:      Calhoun  Firi^t  I'Vacicnul   had   a   r-jlr.cioM-ihip 
'vJit!:   i'.'r.'.iucactursrs ,   but    'r^liiii'a  vras   r.o   —  no    tia    in    ■;h:^.:   i.^j  i.'ince 

aj;£;cci~t:;i    ^crou-itc    Lha  :   ycu   i.v-cvr   q-T     :".-;t   thuy    could   bs    reJer-      [ 

MTJ.    LA'"0£: ;      I   -'■o.-'t   ':::iD'v-    T   i;v;co;::;tand' — 

Jin.    H^ir-'AIii;?      L^.;-!  ;-i.- ^"i   ^  ;c  .:;;> '  v;y  V    -'   hncw    it   is    ..^c't    tha 

I 
(:-.::<::    'ihiZTc.^    out    a   cc:.rrjr  oy  ■     >■•■;':::  j':rhi-- ^    ov     'iiytii;i.iig    j.i.;;-    i  lat?      } 

;-:u.    .LRKCE:       Kone    trf.t   I   hnc.v   cr.    otl.sr  thar.   a   "Oiry 

ciTiall   p'-'S20i'^yl   a-JGov.i'.t ,  j 

MH.    KZ7.l^\X\li:      3u:;o .  j 

MR.    i:aRP:iy:      vjhat   j-s    the   procedure    of  Hatio;;.a   ::ai:h      ! 

of   G-forgia    for   salac'jiiig    .vor"  ;.jaor.a;-";:t  b:n-.';::?  j 

-'or   3  o'.scci'.i.y    co;:i-C':;.'.'ni^;  :;-it   ',a:>"co    ir;    p.cav  ?ia'',\;    in   tho:    ba;J-;iri.g        ' 

I 

hirjir-;;^;:: ,    i^;   what   ;;i;\d    of    v^rvlca   "a    ra.;-";    goiag-   -uo    r^::c:i'.\;,  ■ 

■a^t    .;o:;;:    of    faailihio:;    lihu"-  ;:oulc   ^;a  .a    •:;a    joal"    a'^ili^-    co    .Jc      j 
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inte:-:national   eicpsr^iiGG,    all    of   tiles'^   thir.qs   -.^ra   jl    chink,    you    I 

! 

Jcncv/,  part  and  parcsl  of  "chc  Ua;/  York  ralaticnship  s:r.d  other 
latioiiships. 

MR,  rjjn^rTi:  He?  did  tiis  br^^.];  -jo  about  ^ccjicii.r  -.-h 
corrGspoD.dant   to   £::1.7:ci:? 

MR.  LAI^CE:  v:ail ,  cg.■.i:^-  X  chi::u:  in  'i:^o  norn;al  pr.? 
lon-h   Fu2  lihodl   of   £32lcc"':icn   of   ccsT'osocrL-Iap'j:;/    ihoc=   ^."Ir.o   cc^id  bo   I 

i 

of  h<^r.'^Zi'c   in   a  mur.ual   roi.-iiio.iGhip.  j 

......   .   ....  .._.   .r    _..a      ^ 

oi-g-niza-cional  ncecing  v-i'cli   -ca^   Beard   of   D;,i-3c.-.cr3    :;c.tic;r.-l   ^noii; 

in  G<?03:gia,   dacGd  iTirch    12,    1973.    c  p.a   en    ^zhs    fif::i   pa'3'2    t: -.sra 

io    £.   rG3oii-,tic:i   ccoiiVi.T.r.i-'!.^   12    -cvi  ,2::ci-:ii   bT,ii!-:s    as   dcpo.rii  hori,..:; 

^"^!:d   ^thrse    o£    ■:Iia-n  i?3'-?  Yc;:':   ba-iJir,,    Ch'.so  r!?ni"-oi:;-ni-t   -"_.'.k,    ""irst 

ration- 1    ';i\:y   Bei^vc    ar.d   Bnyil:   of   GcvV.icrca . 

(7h2    doc'.TP/.eiit    --afarr.-ad    tc    '.":3 
rr.arked   lixhibic  i^.) 

MP.,    i.^jr::.;!'"/ :      IJov,    I    assu-.'.:^    i'rova    ■;bii3    rjid    -"O:^   ::~.\V2 
other  r:i>:utf:3    I   b..Ar: 
is    to   hr;V;?   a   -:ocs;;.i;" 

Oirictrrr.    or   th3   Dic-c-iti  v'2   Co.  .nitt;?; 
of    en ,5    of   tho.-r;   ■codi;3? 

.;;?.    LriCC;:;       t'bac    ir^    c;ov>:^^t 

i-'r;.    H^jy L-'i"[': :      i\-\-^    1    r^lso   ■■:,-;,.-',  tr.-i-j    t^-'i';    ';:.J    £:"cui;ive 
Cr;u?:\i  tt';:a    g:i    ■.'r-j    12    ■ —    riid    '.'.    .;ill   i.iri.rk    th 


21   fiC'..'r! 


id    th-iii   have    2   r.jS3luti 
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(Th3  docu:nent   above   r<Hi:-::rr3d  j 

i 
to  wos  riar!;ed   Exhibit  ?.)  i 

MP..    JlURPH^t:      It   3::ys:  j 

"At   the   raquent   cr  Lianagcjinant  the  riariufaccurcra  { 

Hanovar  Trust   of   K^w  York  City  njas   c'.GsionatecI   an   £pprovc:d  i 

cenooil'.ory   oi;   tlv^   barJ:    and   t*.-:    rE-'^^uinite   cffic';rrs   T-.-jr^  j 


luthorisGQ   and  dirsched  to  eiiiouta  thv^   dcci:.r;ar.tf.    _-cc,a;-r..id 


ctua^a    ;iiai^   rc.i.a,;xon:;.;i;^. 


oi'  -;h3t  hcppcnad   at    che  ".::;c':i.-, j? 

I   think   th'it  ^.culd  b;; ,    yen   ?:ugv;,    >:h3   iior;:!Cil   --/^y   -'f  d2/ 
ing  V7ith    that.      I    don't   J-now   -py   oc;I--?r   -'^^y  you   cc;ild   d-3<-l   :.-;.th 
it   that   you   ■;onld   x:.zCi:i}   c.  ".:;-o.jt  ijot    '..'i:    "xpirov^l  of  the    :^;:;;cuti 
Ccr/jnitfcee. 

MR.    ^XJRl'^l'■:      xt   siiys  :       "At   the   requqst  of  Trciaccra-Tcnt" 
—  './-ho    is   :.-!?.ni:t-ar-2nt? 

"R.    LAi!C2:      "'foil,    th'J   Knv!ug;i.T:3nt   I   vrould    ^s::'-j;:0    .:ould 
fci3    '.".he-    <i:r:2:,\i'cix3    oc:7ic:'j;.-r3    oi   t;';C   bnrJ; . 

-^:r.    Clcnil  .::d    ::a;^    the    chi^f    ^....icutivj;    ocfirrr    cv    th3 
tcnk    at    th;:.t    Lir!^; .       I   war    thi    chiiif    oyc:V~ti-:3    cJiJic^r. 
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account   at   Marhai-my   acUur.ll^  '.-c-.'S   opon^;.3 ,    4?hat      aiv.ouivt? 

tiR.    LJusCE:       t<o ,    7.    uo-i't.      That   vjas   handled   by    cha 
boys   -v.'ho   cIo   thafc   scrt   cS   t;ii::g.      It  say  hava   bt;2:i  priojT    to    tha.t: 
it  may  ha'/a  bsan   after  th:it.    "   rj?.,lly  do:i'*j  I-jiow. 

r;n.    JTuFir^HY:      vra   anvG    an   inaic^ticn   that    chi    j^cocu-t 
^."ns   cpanad   in  the    arci.-nt   of   $250,000    shortly  before    thr.t   r^rclu- 
tion  Kas  accepted. 

i^n.    SJS'.rxC:-::      iKpsi.l    ^r-,-    1S75,    records    c.i;    the    Kr.tioTial   | 
?ank   of   Georgia.      'Xha    '!:.■: ^c-:-;:-.-:    of  Ilr.nh.'i'-ir-y   I    thiiii:    rcjil^c^    .■Lt  '..' 
■cpen,  5cr.eti:T"2   in  I'.'ay. 

;iR.    l,A.:CZ^      "r.^ll.    I   -ould    zG'zv.:-^    tho-R    rs^or;!:.-:    cs^;:"      i 

'    .  ,    . .  .    ! 

i 

that    taking  pi  sea.  j 


]/;    !  m:;^.    KUI'.I?;-'/:      "3.11, -    i>.  '.v::   crs  !:r-c::.t ,    in    any 
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cippro::r.T:at2ly   tvro    :r.cnth;s   hc-ror.sthe    lo.^j-    tr.-nsaction   was    closed?; 
'Jcre   you   zi'Tc.'C's   th^it   the    ecccunt   had  'i^em.   coc.\:Z-:-'17 
'A'R.    7jt\'dC'-:< :      I    j:.-.\    --.i-.i!    it   ■.  ?.s    in    c.nc  noranal    cnn:;:;  — 
I   dia^i't    cah-s    tha    chsc'c   --p   thsr:;   cr   znaything   of    that   typa .      X 
-?j?u.T.;    it  '■;=.:£   !L;:i"-!?.L;d    ii,    the    •:or,n;'.l   process    of    op^nii-.g    en 
acjov.i;,    L3ci;irf   to    ijtablij";   ?.   co;:-.M5:pGii-'o;ib   r2lil-.ioi:--;'..ip. 

t'lH.    V'lURI'ir'':      :'<3uld  ■'■•CM  riavc-   boGn   s.";cire    of    tii3    a!;.suiit 
or   th3    account?  j 

j".   doii't--    -jnu   hiiC'.;..    I    -.'■id-.i' t   y-;t    iii'rclv-ad    J.ii    'chr-.';    --r.-z    a,:    ( .  _•  i:  -  ■_  i; 
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I   may  have   bseii   told   of   th-s    O-ncunt  oi:   -the   depcjiit.      I   j 
may  have   seen   it  on    ths   shset   or,   you 'tic.?,    oOKsthing'   of    ciiat 
type . 

I   cjn  suire    that   I   hr.d   recess   to   tho   kncvrlcdge   v;h.ich   h,:.r. 

been  givsn    to  ras.      But   I   dci't  kr.c;;  2p3ci£.ically   that    X   vcg 

awars   fcliafe  we   had   cpan.ea   an   ?;cccr;-.fc  in  -'.ny   specific   c:r:ornr. . 

MR.    JPJr.?;:":      Do   vcu   "or.r  -.b^r  discM.jsing    th3    or-oniig 

[ 

the   account   or    tha   arricr-i.t  --jith    r'r.-."hodv   at  JTatiooai   EorJc    o-Z  1 

1 
G.ior^ic-?  1 

i 

MR.    LAl'CE:       a 3S .    I   uoul  :    nriturallv    talk    about    clie    facti 

\    .        _         ^    ! 

.  .         -  i 

',71  .;n   i-»anuiccc'e.r-3r •  ; 

! 

I 

y,R.  iyitii-tViiY-;     ::;;o  aU  ;^^o■i  t^iilc  nitii?  ■ 

! 

MP..    L-ViTC>':      -Ji-T.  Dickso.-;..    King   C.l: velaud .  I 


MR.    MURPIHY:      How   about   Bill   Grsen? 
!;r.    IJ\i:C3:      I   '.-c-ald  >iL.-:2    to   ch'jcl:   and   332 
caviio  v;ifch    '.-he   barik.      1   don"t   b:;iiavi   lie   var:    fac'Co. 

ivayna   probably   ;rao-;i;,    but   1   — 

MH.    riuSirrOl-i :       I   don't    r:^-:-:ili   ;i:;actly. 


'A 


:o    •-   c.'c.ii'.;  •..acau;;. 
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MR.MUnPir/:      r-:c-..'   about   either  Mr.    Gbr.rbl;"   cr  lir.  •  ' 

2       Patillo? 

MR.      .LAISCH:       v.'-ll,    Mr.    Storab7.Gr  v/as    a  '-.s-ibar   of   the 

Exscutiva   CcnTnittes ,    so   ha   v-oul-i   have   bssn   involvcf:.      I   dcn't        j 

1 
knew,    ycu   havs    a   ict   of   c;criver3  2ticr.2 ,   yea  h~.V3    o.   Ice   of   ciscv.c-| 

sior.s  with    a   lot   of   pscpla   ucl~cr  those   circur;3tanoc3 ,    :ii<.d   it  -"r^yj 

wall  have   bean  ciscuocEc'.  viti:   ''r.    ?c.tillo.  •. 

Specifically,    ."".la;:  -.-a3    ir.-.-=  iv^cl    in  ir.cst   of    th2   ciscun-. 
cions    and    I   don't  icr.cw  -..■h-t'.--^r  -..--   olooasc.vir'i    f:p-jcif ically  -.^/ch 
him  or  not. 

:-5R.    i-iURPKY:       /.lien   tha    S-iecutiv---   Comr.ittae   voted   upcii 
the   rasclu.ticn  to  r?.G3ign?.t3   h'sncvar   -r.s  d-po3ito:ri^ ,-   \:3l:3   they 
a'/,'a::a    of   your  nacrctiaticr.3? 

ii7..    riTjRpyf.:      Ti's   record   jl-.c-.-el   that   tha    -.cccuiit    ;.t3 
inc.rsas'.?d   on  J-,-.na    27,    1575,    to   an.   eir.c\::.it   of   $932f000    ?.ni   ci 
Jv'.n3    30,    1975,    to    an    rjnoor-t   of   ^2,717,000. 

I'iW.    iLnirCS:      clarify   that.      That   vas    th3    co~^^25;-Citing 
oala";CG    acccuiit   iii  th^   i\ "r.-f r-cturarc   Haiiov-^r    j.ru3t   v,"a    ara    caxxiuj^r 
about? 

HS.    nun?H7:       Ri.-:ht. 


I 

iiR.    U'-t-iCr. ;      ;•"    am  not   3';:r<':   I    folic.-/  '.'h.Tit  ■"C",    "aid.  i 
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I'i'..".    r.r\'y>l.y    o:l    tlic    c'i.'.LCo---    ir'-":r.'-c  s  ,.u    \lc.    t'.ivy..::    ,-.c;cc:.:iI:    "-lount: 
TtU.   •'.lT,T.:T.-iV.:      .T;i;;c    27,    l''?'.    i\.   -r:io    :<  i.cr£:arocI   to 


^f-SJ.J^EC   aid    cr.  Ju:rj    3r.,    I'.VS 
i:'-^rth-r   to   $2 /;I7  ,-'.30? 

MR.    loTiUCi;;:      \;^11,    I   do;i't  Jcv.oxv   ^ibou'-    rli.'^    incrc  r.'T-   on 
June    27::h.      1   -i/ould   ^.;c^;:vG^:c;   that  \;g.c    g  norr.--;;    p-rt    of    clcr-:r-r 
oi:   soT-ething  of    that   typ.;   Viixch   i-Iari.Jc-.cturc.rLi    have   ci-'^arcJ 
items    for   us . 

he  Jic.r.dlGa   the    c3.o3ingr    I   "i:culd   a^n--."-.:-    thr.t   the    loj.n  procoads   oi 

my   loan   tr^insaction  '.veiit  thi'dicyh    t'lt   l";'.'^    ri:jr;o\".:-it    for   collrction 

£:nD   tr^c    tliirig   th:*.t  ta:? 

bi'CtVJirjc    the   bnii'-;   ccHb-ie'    ;;1.1   t 

Hr.    PatilJ.o.    ai^d   the    oi;;:r   i-v'^^p    c:.'j.'   i.i;..C:   1^.3  ::curFC/~s.nj. 

isigut   b-:^   proa£J:i2s   of   tl".::    lac.n   — 

r-;n.    KMII'n:      Ycu   h?.Te  Mr.    Lz;-ic'-.".    ,-   bit    at    a  c.isa-.'ivr.ntcgc 

I 

quot-inf;    xi"o.-.i   r-iccru-;   I. ?.   i;v,:3v''-:i   cC-cr' ,    '.'.ci^-.i^ii'-c   ;i:;v\^   L,2zorz  n.\.T?..        ) 

Do-;- t   you    -i.:'.   ':    --•    c\^'';;     {-^  r.::i.   tnnt   record   too 
MR.    L.ViJCE :      ^r.:r,\     1    .";:vi   serving   is    this.,    the   closing   date 
v:o  icet    in   the   Beard   F.or.rv.  of   tl'is:   Kr.tf.c-na?.   Ii~:ih   of   Georgia   to 
clc:ye    the    Icr^ns ,    Mr.    STiitli   .".Eaociates   TeJ".   liills   hQiidle-d 
ir.y   relr.tionship  vrith  Mar.efacturere    Heno-ver ;    the.t  v.oney   I   a:n 
sure  -.vent   through   tl-.s.t   e-.ccount   for   credit   to    the   Federal   R.^carv: 
T>zr^i —  v.'hat    I    .sExid  was    that  \:e  jt.s'c    5  n   the   Koard    Rccji   of   the 
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national   Bailee   cf   Gj.Di-c;ia  to   co~.nIet3   r.hn>   sale    znci  purchase   of 

the   stock   of   Fi^ir.ncial   Gancrcl;    that  Jim  Dickcdi   ct  the  J-Tatior.al 

BarJc    cJ;   ^^sorgia  collactGd   ths  n'.oney   from  Mr.    Steniblar   raid  Mr. 

Fatilio   and    tha    other  purchaGers,    and   I   'woxild    assun'.a   that   tha 

lci?.n  procC'S'Js   of  r.-.y   >cr3onal  lorji  x/snt   iiLto    tlio    account   :it 

;-!anu£actur:;r3    Hriiovor   for   craaifc   to   tha   National    S^r•J;   of  Gacrgis,  I 

that   that  nonoy   si:b-rG^>'.2ntiy  -.-as   probably   "0'.it:2d   thrc-.-ch   tii-j  ' 

Federal   Hasorva    3^r;':   of  Atlanta    to    tha   Fecaral    I'^^o""^  S-u'"-    =->!;      i 

t 
1 

K'2-,7  Yor]'-    to   put    crcJit   anc!    "dvica    ta   tha   Firs':  irr.tio.ir.l  Citv   'Jr.  ' 
cf   Kav;   Vcr;-;   for   opj'izw'i   o^   tj-e    lc:.:i    i^at    thay   ■-:::ld    5.:o-   t!ia   aa;.'. i 
of  Finai^cial  Gsnaral  Baji'c   f^h:ira  = . 

I  cioi-"t   hacw  ths^   that  was   tha   prccass,    hut   I   think 
that    io    ri^ht. 

M-\.    Sr;r.i::0:      ;:r.    La:;ca,    I   ahovj   you    a   cincu.uca.t   that   wa 
obtained    frcra  tha    raco;:d3    of  th.a   I-Tatioiiai   Dank    of   G:iorc,-ia..    -aiich 
is    tha   gar.aral    ledgar   shact  of  your   ctepoait   -..'ith   Maaufacturars 
nanovar;    G. 

(Ti'.e    docur.iant   abova   rcfarrad 
to  wa-J   markad   Kjch.ibit  G.) 

MR.    Sr.r^J.::~> i      Tiiia    rafla-jta,    if    X   rr^ay-    tha   :-.yril    :.0 ,    19 
balanca   of   ;;250,000.      J.iz   that   corract?       :l!ai:dii\g   Jaauiaant   ao 
witnaaa) 

?'■.!'.. Tj'M'Cc; :       ^•iha-;    da''^? 

An.    SilRTNO-;      April    P,    I'JT";. 
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KR.    SISSIKO:       2250-000. 
MR.    LANCE:      Okay. 

MR.    SSRII;^:      Your   icr^-i   rivi!   p::c-7.\ ?..-,.■;  waro   nnJe    on  Jun 

i 
30,    1975,-    and  r.vy   uncGrstanrling   is    t>.ac   ik  -at;    ---i   fact   p-:3SJ:d  -. 

throuyh    your   account   and    l^fi.   a  b?.la2:c2 —  was   psriserl    ;:h"J0t:c:h    :;'.i 


•  u  j:  a  G  ~- 11  :r  ?.  r  s 


N.-\ticn:il   Bani;    of  Gaorrria's    corxcr.-iciiu^'?.-      Ecco-.^nt    ii 

i 
I 
Ilopov-r,    bi;t   tha   fajt   ii;    tlii';    :;hcy  >..o  i\oc   i'^-:?ntii:y   i,:   ^ircuirica]^- 

i 

ly   in   the   dehitr,   s:iii    cr3-lits.      It   .v-.ii:l-5ct3    ::tlGG.    doos    It  iio'^,    or.nu 

I 

t 
July    1,    1S75,    a   balanco   of    .■;-2 ,2  !3..702 .73'?      X    ivunlc   y-.-v    lcc:i  di;; 


go    >i;i oven    cnac    riccnvir.u. 

Mn.    LAITCZ;;      'i'hat  -./ciilCi  b'i   ..'Y   race 3. lection   or'   it,-    be- 

^^ainly  -rot-ici    not   tliiii';    ;:;:^i:=   :;C;i    a'ly   l;Tp;:on-icty   in    ':.-;:.'-,    r-i    ;; 

City    "in?-.      Diilii'l;  daal  -,'ith   it   o.-.    :i   ■.•or:-;3cpcr.'J.2r>t   :-:^i  r.ticnsh-'.P 
and    I    aasu.ifie    t'lat    in    '-.hi   v.-i'.y    it  -.7;\z   h^radlc^d . 

'i-.r;r±:.\,    Mr.    OicT'.iJon   I; r.: /■  V- r"    it.    in.  tiorra-il   prrrc :;,',;;. 

r'-^.    -;0'3r(TO:'; :      Fzlov^   ir.a,.    v'D''   ■•-^-^-'^^-  ^-'-Z •    LancG    that   vas 
a    t:^-a.\:.-j--.i"ipt   of  your   rlapo^it.      That    ic   a    trai" script    at    tha    clspoi 
of   th-::   i;atio;u,l    Qaal:    of   f'oovgia? 


aric    L-:i;,..-r   ;i    ._acc.iar   incci 


a   --'hihi::    1'.} 
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MR.    f'HJRPuY :       It    says:         ":j'iicn.i-l      -^ank   oil   C-orgia    ;\aj   j 
::3ked    that   Har.uf acturcrs    Ilciuover   call   daily   sr.d  givG    tha   balai^cc; 


CO    —    I    asc'jjTu;    a  dark   or   a  taller   r^t   i.t/C 


V-sire  you   avars    hl'.at    tl'3   {HC.zmt.'z ,    ths   balfinca      v/o;i''c 

b2   -.icr.i-'-.cre.1  daily   this   way? 

I 

rir..    T.AIXSt       i:o,    7.  vas   -at.      I    533i-r.53d   thr.^:    is    ccrnaihir.j 

Mr.    Dic!c30!:   did   in   relatioj^ship   to  his    op:!r=.tion,    ccrr<i  =  poi-:'eu>  j 
balancas.  "  ' 

MR.    I-a'.KP'iVx  :      Wliat   cort   of   ^y.3L=;?\   cli  d   you   ravs    for 
kc-apin'g   track   of  tho    c^iuount   of   that   accouric? 

He.;   oftar.  'jGUld   ycu   he    infomsd   as   to   v;hr.t   th-2   bal- 

::P..    S;».!;C.C:       Hc".-.'   cfcoii  '.rauld   yci  be    infc:"ca? 

fin.    jfUaPKY:      Yer;.    nvhat   the   "^ciiirico   ■;;&:;? 

r-iR.  ?'.-?a';CS:  I  dcn't  Itvicw  t\i~t  I  vras  evor  ET:ecif i  ::ally 
info;..;"  id  about  tha  balance,  "r.Hurphy.  I  was  act  inter-as t;d  in 
th.afc   acpact  of   it. 

I   say  daily   atatt~.~Tifc3    that   sor.:  ■  tirv.a.^   had    a  bvea':  io'^'n 
cf   c-.rrra.ipondant  bai:u:'.cc:3 ,    aCTi'tl'/.ai"   did   uot.      But  ncbcdy    Ln—        | 
fciT".:  '   re,    cav.'.'.;   xTiHiiag    to   •:.-■:    i'.ad   o'yiii^    tha   fca.lanca    at 
•  'vaav  ;c>:u""j  L'a    l-:;    thiCf    JL".::.'.,    o:c    aha    oahc^r. 

I  vjaiin't   xvxtorantod   or  ooncarn-d    about   it,    a:-c;:^t   as 
it    ::vl-;tad    to   t;:e    cv^->::aII    cpa?:atJ.on    a"    ?:ha    ;Tatic;;ai    5aii':    of 
G-or^-^::;    ^:hich  v;:;svv.''cj:    tha    dir-^ati-^n   of   ''.::.    Riclc-aa. 


ii   ■•I.!--.;  : -atur  j:-:.:    liaao'.'or,      t: 
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each  n'.on'eh,    but   any   cno  v/ill   ccrvo    to   il?jj3t:catG  '.ihat   I    r-?.  tal': 
ing   sbcuc. 

('Vhe   ciocvur.^rLt   abova   rsfarriid 
to  v;as   n^.r^'Tsd   iTzihibit    I.) 
^:U.    MURPHY:      This   0:10    ±3    /Tor  t7ui2    1977.    I^g   you   CC-V.  r,i.: 
it  hc3    the   r.vorage   grosrj   balance    for    'cVl?.  r.o-.ach,    subtracts    th"j 
float   .-i:c''   han   the    .-ivarr.ga   collact-scl  bala-ice.       (Indicating) 


ccr    Mna   i.icncr.   oi 


23    i 


Jua.2    1377.       (landing   docuracnt   to  '.;iv,r!-'3B3) 

MR.    I^UIiPHY:       It    th~i:   ca/.c^2l:^t:;:;    th2    oo^:t   to  r'anuir^ct 
nc:-iov.;r   of   rur.:"i.ng   tj."c"r:j.~ctic:-3    frrcMrh   ths   sfjcouiit.      Thit    is    "'-I 
vol-.-.;>3.      Thjit    LS    thG    col.'' act~.ci   halr''.c-3   rr":r'!<ir3d   to  r'.-?::t    r.'r.^   -rici 

"     ! 

O;;   riM;nAi_g   that   vol:;, ^3   t^;:cnr:h    r:':^^    thct    i.a   th.:    t-:n   n-;^:'bDr:?    t-'I-'u! 

pliad    to   gst   that   nuziilj:?;:?  j 

riR,    X-AUCE:       Y'-:i.  j 

TiK.    riUnC'Ii'ir:       ~t   co3:;n't    uiic^   on    tiiis    ;):',:ti'j'-,''.l? v    3r.K't:t,j 

hrit   if   this   co.liirm   is   aidod   lip   r.ncl   th'^n   c'lbtractod    fro:",   ths    avcrj 

aye   b.:il :>iica ,    it  -'Ix—.-z   in   r^Zfc^'c    the    frno   b.-;l:-ii;a    at   .ia'-.iici- .1/.        1 

j 

:l'\€,:z3   £ir2    .vigr-.r.u;    i-'cr   GC-.t   .■,c',-o:    (iLi^licatiag)    and    th^.r^ 

?-t   til;    hottcn   cr^:    tho    cvorcgc    figur:;;;    iicr  tho   year. 

r'VA   aa    I    rtiiid    it,,    r.cccrrdii^g    ho  ri-,n'.:2actur.:rc '    o".,'n 

oalcii-!  -  lion-,    ci.v;    cclloct-d   b-..l-:an-    nt   ;:,-\.har>nY    l-^---    thair  ccr:t  i 

I 

for    ;;h:;    -i^ht   ;:;o-thr;    in    1075,    '.j-^gti    th;:    c:Gcc-.:nt   ■/-s    oc'.r'-d,  ! 

I 
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35 
$5G6,000,      bath    of   thcsG   baing   ovar   tha   20   percent  balenca    th 
fcli3y  had    referred!   to   in    chair  n^err.oraiida. 

In   1977   '.vhon  your   loan  '.-.■'as  rr.ovcd    io   Chioago,    thai   -./snt 
do'.m,   the   average   £3o   t";;.:   for  1977  -.ras   $129.-000   ar.d   tl\3  ava::a.~a 
•£or   tiia   last   four  noni-.hs,   .■'J'..irch    thrGccfh  Juas   or    1377.,    i;:; 
actually  rainv.s    50. 

In   otli-sr  '•'3~-l3,     ::.i-/"  t   :ic;-'   it   is   coscir.g,    aacovf,?r-7    to 
Manha-ny's      ints:mal    ^.:;aoiiaci:v/    =3yf;te.r.-    taitr'mic  ^lly   ocsti:;-?    th^jr--. 
rr.or;^y   to  ru.-.intair.   tha   V"  ir.lor.i'.   Bar.!-:   of  (leorrgia   account. 

MK.    HSItO-lNlT :      Yea   -ai-farotand   thssa   arv?   I'anhaiiav'^ 
calculaticas  .-not   oircs . 

:-;n.    SliT.IU:      i-ay    i    cc-.v:r^nt   b<;:fore   Mr.    Lsnca   anr^v-a:":; 
that,   r'r.    ."iurplry,    ilo   you    thi::':   ycu    ara   being   snt.irely   fa.\r  '.-.'ith 
Mr.    I- "laca   'vl-.on  ycu   a"ce   aot    a!-.G-;iag  rhn  th.a    »-hole   picv.ur2    :■/".: 
>VunG  ? 

As   you   v<"ell    kno^.'.',    in   the    first   of    1577,    aart    of     ;ho:3S 
7unc3   '/arc    fcTanafv-irraa   to   a   tradi-ag    accovp.t   aad   h.-.v/a    you   ant 
got    cha   balance   of   the    i"ad;;:-.g   aaao-,^!it   ./i;,!;   Ma-ir-anny   tha'^    aoah 
placa    on  Jraiii —  -.vhiah  •■.'oald    3h.c-:'.'    'cli'v'c  tha   halaiiceG    -3f":or   tlr. 
h-aaa'a    loan  't;;-;;    ra:\;o'-aJ,    vh^n  you    agvrcga^r^   tha    t^/o,    ra--ain    'c 
a^ao   a.a    th  ";y   hrd   bca-a  bafor.::. 

■rou   .hao',/    fihat,    (!aa. 't   you? 

>!:'..    ••;■-"." '.rfV ;      ,'o.-    ao ,    oir-    thai 
oj:    tha    proaaadv:g. 


o;.    t.      laac    X.:    paroi 
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Mr:.    XJ\MCE:      ;!ov/  did   ycu   gst   the   othar   records    and 
didn't  get   that,    .'ir.    iiurphy? 

MR.    SMITH:      TJiisis    a  Oirocasding   that   doesw' t    fit 
neatly   into   any   b:ic5-;;'roun3   of   trial  UGrk   or   any  tiling  alU'^,    no -■ 

MR.    rIElM(\iTi'( :      ;-iir.3   eitiiar. 

flR.  SMITH:  So  I  ao-.i't  know  hov  to  x^-f.-ocssd.  Bat  I 
',;ould  like  to  put  in  cvideziCJr  j.r.  iten  3.  '.vhich  ir.  r.n  ov"jcov;->.t 
analysis  for  the  r,-.onth  of  June  and  nitachccL  to  it — 

MR.  nSIM.A^H^::   Jo.r.a  '.•fhich  year? 

KR.    SMTTH:      Ji'.nc!    1977,    c::ciir-e   rac ,    snd    a  balanca    anr'.i^y 
cf    tho    trading   acco->mi-.   of   H'-JG,    ^Taticr;?.l   3?ri!:   of   Gaorgia,    cor 
that   3r-^iG  ■nonth.      I-.r.^i    this    ;;;•;-..•.■;    •t:±;~t   for  January   of    1977    th..- 
year    "ind   iv.onth    in   vhic;"i    .'r.    l,c.:' 

The    •i'.v^r.T.^-j   ijolloctad  hrJ.ynca   or 


it-3 


J  o: -.1  '  ■■.■r;    reir.o/oo  . 


'5.f!C0,    and    averacra   b?.la:icG    en   the    trG'j.in<. 


v;a£;    $  I';-"!  ,00i) ,    \7hich    aggregated  more   than    the   balance    in    '.-.hi 

lin.    r.TjRrlV/:      "'a   •:lo   h:;.,;;    ^l:u    1    :i\^.    aartain    ;;:;    ].■.-/•■.    c 
th  it   roaord,   vra   hava    a  ccaplita   .v^;';.      Dut    t   had   not    ■;^da    ':  i? 
'^a..-;-) -risen    tl^at   ycu   a'.:'Tjast;;d . 

'.lii.    CMJCVIi:      I    .-.in  hoping  via    -.ra   nat    iiryii^g    to    -.-.':  cl- 
I'.::.    J,:i:.l:-^c.   iato   appearing    iT-prcv:v:r.  % 
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37 

MR.    srilTri:      ",:hcn   in   fc.ct  your   r^cordB   gV.c:.-   that   i:3   nor 
tb.Q   case  - 

So    f ".r   it  h^.s   b'£r?:n   an   er.trorasly    fair   inquiry   ar.d    I 
hope    it   will   co:i';i:iu2    that  v;ay. 

MR.    lEir-'Ai:;! :      I   '■;?-:ic   to   assure  itju   of   cnj   f.-.ir.g,    tho 
reaKon  '.re   have    tcJccn    .':i.i.s    r.ipp.uoac'i,  which   is   au   inquiry,-    is 
to  make    sure    tha!:   !?V3:rytii.i..^.g    is   uacovGrGd,    so    th:\t   r.-iything  -thn 
\7(i  don't   Vno;.'   czr-.     bo   brought    to   ci"r    r.ttoiition   :;o    chut    '-f2    cvrv 
calculatva    that    in. 

Any    inf oriu-.tion  that  nay  havo    SGcricart   our  nctic"?    -Jcr 
the   iiira   parici    —  -.'ithin    chi    tir.^a   •;.-'  =  >:iod    that  has    br.-.n  plr.covl 
on   ay    is    tha    r^iafvon   "ta    ^ro   Iic^rn    in.d    X    m   .r^rtcia  the^t  'i-'s 
Cxn    — 

at    a   bi'."   clii^acivant'r.yc-    in   that   cjr   rnccrc.s    r.re    s;'.t;--:;:.':^ly    li.T.iced 
and   yours    I    think    are    rathor  coinolete    and   thorough..      ^o    the 
onui;   on  being   coirpleta   v.ith   all    records    h.aj    got   to   b2    on   yo-.ir 
clapar'rruontf    Hr.    HeiT.-r.nn,    b-3cau3s   you   have    all   tho    rscorfs    fro:ii 
both    b.:;r.ks    s.'.vJ   "-e    don't. 

w;-l.    Gfir/itHO:       If   you   iiav-.;    nx'.y    ov.h-;>r   raco.vdn ,    Mr.    rSavith,- 
that   -vill   hilp   r.c    ?r.d   oj.':riry   a:;y   Oj"    tiio   r.i.'.rt'vir/;    t'.iat  '■/•s   have 
■-.:ai;.:ud    !>r   -./ill    ;-aia-:    in    tr.r.    Tutvirc,    ws   :,-o;.:l.i    v,o;.TOciats   your 
;;.ib..^itti:ag    then   to   v.:z . 

:;K.    .iilii;:       r.   ;;.'.ll   ;-hov;  von    :r/  ;rvthi  ir;   T   '-i.'/j   r.-y.    in 
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has   bssn   ov.r   cvr.to^n   all   olor.g. 

I  don't  h  ivs  much.  I  don't  hr-v;;  tmychir.g  ycu  ric:i' 
have .      Vou  ha'/c    a.   lot  n-.ora    than   X   h:;vo . 

I'UC  WITNESS:  Ths  irrading  acco'.snt  -.--.a  .-,ucho-ci:;ad  -. 
time  in  Jar.uai-y  of  1977,  as  I  u;.5.af:; -rr.nd  it.  It  v.as  authcrii 
I   gU3SS..    'fay:i3 ,    by   tha    i7.3r;ion-il  Offic=    r>o;".citrl:ie    in   Dacr-.?!.:2r . 

I'lll.    V.Ell'^Mli'    l;z    that   tha    oricr.in      scco^o-'it? 

Mri.  SUSHTON:  Id  t'lis  ill  co.ieiictic-n  v;ith  th 2  SIC  t: 
lion  that  wns  allocr-ti^d  i"or  v.raaing  puir^^cr-jcs  iA  U.S.  C'a/z":::, 
ur.fl^r   t}:a    ori.gin   arrnnga.rtint? 

MR.    RVl^iiTO;;:      ;;:\ic!h   r:^3    -.z-.iTi   ell.  ■jcn:i.n;:-;;   .ic::? 

i;;?.    i-rinCii:      rcu  \/ill   h^iiv.-;    to    u-^ll  !i.-    :;;>.:ut    ::hc;:. 
don't   iaio';. 

'.-.'r.-t  1  c.in  rGL'poncliiig  to  tho  qu/iction  Ig  yov.  L,:"-  ; 
baiaricss  ar/J  p.^rvic-s :  in  fact  ars^,  th--y  ~-:c£  rs  gv.:-at  o::  c::.-^ 
than  p^rhap-i;   v;"a.?.t   th":'/  •.<;:■;-    tho    I'Oi^ti":   bafc;:^. 

loo":;L;-ig  r.'c  :;"c  rcco"d^ .  '!ov  ~:.-j  i  a  b^i^!;  :;tccrc  losci  i;i  :i_\:;:-. 
'.■.;n->"o  i=;  r-;^  r,2i(--'.  \ce  i:.  ch^  tiJ.-":  to  "i  ~:G  percent  c:on.pr;i;,.;ati./.' 
! 'jiiia  jr.-int.ii'ijcd   by   ■;;i>3   /'.'-itional    Ba;;;    of    ''.' :-r.r'ri.?. . 

-;H.    X;'.t;C7!:,       .io    ^o.  .r;^ni;u.tlc;i    ".^v   ..;'cr    7-;;.:c;^    ""re.;.;..: 
::;oV;t    ^iiv    rrc;:;-^  ;^i;:a':iiig   brli'ce. 


;v    ■::::'^   no    "j;jc: 


1 

2 
3 
4 
5 
6 
7 
S 
9 
10 

n 

i2 
13 

5  5 
16 
17 
18 
19 
?.0 
21 
22 
.£3 
2/;    ! 


1045 


J-5  j 

MR.    injRPKY:      Then    in    fact;    according    to   J-:r.r.r.nnv.y '  s 

cv.Ti   internal    accounting   record",    tViCit  bal--n.ce  "-<-3.s   .7.  ?.  ijit?-in  ^ci ..  i 

that    is    cha    National   Dan:',   cc   Georgia  had    cji   accov.nt    ir^  i;:.n',io.n:-.y    1 

J 
that    left   a  balance    a:ct2r   the   cost   oi;    th3   ccco"j;7t.5"'.v;i*r>   G'j.btrc-'-.;':.! 

i 

equal    to   or   greatar    than   th:;    20   percent   ta^.c    .res    in   tha    lo-^n  j 

facility.      Pad   in  -;/   Ow-n   vinvf,    -.is   hava   O'jt   no   choica   v/ith   fnor-; 

circunatnices   but  to  rafer    cha   caoO   to   the  .^.ttcrnev  Ganorai  j 

under   the    theory   that   ic    i^i   tiioas   ban-'cing   ci:raulars.    Banking   C:  r  ' 

cular  MurrJ^ar    31   and   supple-.Tiant ,    and   if   vcvi   all   can   tall  r.a 

other'.'.'isa ,    I   '.-culd    surely   ca   glad    to   hear   it. 

MR.    LA.HCE:      I   would  5:ops  '..'3   Iiava   told   you   cthnr'.viEa , 

Mi'.    I'-iurohy .       I  had   no   ~ra-rrr?.ncod   ..  jraa^ia-it  v/i  v.h   .-lanufrc.  turaic 

i 
■.-.over   about   cc.'.oensatin^-   bal.acas.       I    thin;;    if   yo'i  ".-ill    aiu'c!.     I 

J 
I 

J.nto    ciia    Gcrvic-^rs    v.iii."..:    "r;\   '•^x'r    .  •>'     rv-ticniid    that  .   -•.;^ : ■. "  ■  c t'.  v "  ■■": : 
Hanover   rande-cad    to    the    Matioii'^1   Sr-nh   off   C-orgia,    th-at    it   jr.    --ar  i 

OwVioaa    that   the   national    .Tank    oi;   oao;:g?.a   rscaivod    Gtir^rr-cac    i"',.;-' 

i 
darad    cor   any   bale, nee    tiiat    it  lad  -vi^h   r/.ga.rd   to    the   nori,  al    re.l::- 

lionGuip.  i 

i 

Uaw ,    as    I   underatar-.d    it,    ai.d    ■■.hit   soiiie    af""c.rn-y    in 

ycur   office    .:ai-i    that   on:-    ^J   '-^^z   criteria    5l"o   was    thnt    it   had       I 

1 

! 

o    zi   ;-:o.:;;i    .^ort   oi:    :;v.aethe  ;.rt    lean,    nh-a-,.t   int.jraat   rat'::a,    c.i-.d  ) 

..-.■..  ,  I 
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40  \ 

I 
loan  based   upon   prior   i!;cp:;r.ic;nc3 ,    bribed   -^oon   collataral,    braised       ( 

I 
upon    interest   r£ts,cmd    i';  •.,-3S   not   bsced    in   fact   on    any   sort    of       j 

ccnpeusatmg   balanps.  ( 

llD.ve  you  talked   to   the   pecple    at  Marufaoturers   Jiaiiovc"  ' 

i 

about    it?  ■ 

I 
MR.    HE'C'iAT^M:      L;t   wa   exo?.;vin   cur   nrohJ.-zxi'.    y.-.^.-.    3o   ycu 

! 

undar^tand  that.  j 

I'.anuf  acturars  lliip.c\-3r  is  a  r.tata  c.iartnrad  ir.3 fci cation  i 
MR.    L-'uCCr:       I    -an.-^'ratand .  j 

MPw    ni;iM.'."~LT:      We   dcn't  'niv;    f.-.o    ri~ht    to   spask   i.Tth         | 

tacm  directly.   V;e  r:vas."t  'jo--  ■ 


:\uct    ;,o    ciircurra    ens 


;rGtore   u  ust   cci^-x 


MR.    KET;1P.;.7,( :      '-Ta   ;Tiu:^t   go    through    intarir.^diariaa .       We       ! 
■•■alator   that    r.:i?    ■':h^    ric'i>t   to   tal't    to    f.iJi'i', 

.  .  , . .      -  i 

.;■:  coop  ;"ac.".on,    ".raica   rar-uires ..    a.;:    yo  i 
can  understand,    rr.ore   peopla   i;atci:'.g   iv;Volv"ad    in   t'a?.    act- 

Wa  ha-va   bean   vary  c.iligart   in    tryivig   to  J;;ap    thi-j 
antira    inquiry   a.G   qi-.iet   a^id    as    ccjrtair.ad    as   ;ic:;!;ihla,    baca-.tcjc 
it  ',;ould   have   bscn   (jrcarily   •anfair   in   cur    opinion    ;-.o    ''':r2-:;"    it 

vi2  tV,ar3rora  pr;  .'arr-.'-d  to  .;a:.!:  rat;lly  vith  vo'.a  fi.rn 
tc  Jind  OU-;  v/'-at  it  ia  v;a  r  •  illy  ...'aoaJd  b'S  a:;!.i;";g  MaiiuJriut^-ro 
t.--r"v.:r    in   oim   ^oyrr.   nr    •"-'^■•■iar  -    ~"'-;    'v    t.b~,\    '-"^    cth  jr  way    :.ro 

i'r:-.    tc    tal"c    to    int;;::;^a::ia  -^    ba 'or: 


1        I 


ic   "..'cu.ii:    i.a    c.i.L". 


;:c    -.a.x'    ;'a.\ai      ac::-. 


9 

10 
11 
12 
13 
14 
15 
16 
17 
1G 
19 
20 
21 
22 
23 
24 
25 


1047 


in  this  regard? 

MR.  IIEIKi?.ir;3 :   Wa  are  going  to  be  very  fair. 

MR.  L7i!^CE:   Do  you  thin':  it  vould  be  fair  in  th;;t 
regard? 

MR.  HEIM^'.^'N:   I  v;ill  have  to  chack  with  the  Icvryex-G  Cv.' 
ir.?J:e  sure  that  the  process  is  correct. 

MR.  SERUiO:   Mr.  Lance,  ir.ay  I  ask  a  question,  huvc-   yep 
or  any  of  your  representatives  spoken  to  ■■■Ir.  Bruce  Broug'iciXi  or 
r-Iiss  Betsy  Jo  Viener  within  the  last  tv.-o  V7eeks  concerning  thin 
case? 

MR.LAIICE:   Yes,  I  have  spo!:en  to  Bruce  Eror.ghar.i  anu 
also  Betsy  Viener.   I  tcld  ther.i  Mr.  Smith  vculd  be  in  to.ich  vi  cl 
them  after  talking  to  Mr.  Kiner. 

MR,  SERIKO:   vrnat  discussion  did  you  have? 

MR.  L?-NCE:   Just  Mr.  Smith  \:az    going  to  be  in  touch 
with  them,  he  i.'as  going  to  talk  to  them. 

1  told  Truce,  you  kncv:,  he  airecdy  knew  you  v;Qre  look- 
ing into  the  laatter. 

MR.  SERIIJO:   VIcuid  you  lil:e  to  relate  to  us  the  statc- 
nients  chat  they  made  concerning  the  transaction? 

MR.  LAKCE:  1    think  it  vould  be  appropriate  for  Mr. 
S-.^i.ith.   He  talked  to  their;  at  So;ne  great  length-  and  Mr.  Frasier, 
on  the  telephone. 

MR.  SMITH:   First  of  all,  I  am  troubled  by  a  coniner.t 
that  Kr. Murphy  made  just  nov;.   It  is  pretty  difficult  for  ;n.e  to 
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undarstand  how  tha    judga,    jury,    ar.d  prosocuior   is    the   Gzrr.i 
F3rson. 

Mr.    fiurphy   sciys    it   Icc'cs    like   -^o  him  that  undsr   this 
ruling   of    1970,   he   has      got   to   turn  this    ever   to   tha   Justice 

Dep.irtin.cnt .      And   ha    is    tha    or.a  ualcing   tha   dacision.    cue   dci.-Kj 
the  prosecuting,    iizid   or.G   r.2J':ing  tha    jury   spaach. 

MR.    HSirUiNM:      fiay   .t    interrupt   thare?      I    thirJ;   ;;r. 
Murphy   sa.id   that  ve.s   in  his   viavj.      Tha   tlacir.ion   is    not— 

i-!R.    SiXITH;      Ha    i3    the    r'.j-;il:y   Ccirptrollarr . 

MR.    HBZMA«:};      'I'ha    (f  2c:..?ic-^ ,    ha^avcr,    is    vCota;!    ^'ith 
tha   Ccinptroller . 

MR.    SMITH :       I    s::'.   glad   to   hear   thnt. 

Tha    ruling    :;h:.;:   --a"    ji^n^ 
prec;..-galy   a-j    folic.;;::      :':;iar-::    tl.a 
i'.;ant    'co   tha   br-ii;,    tiiat    is    vc    'z\>z   \ 
to   its   offioa,    the   duty  -i.cuid   coj..3tit'.:ta —   cf   the   Dop.?.rt  .'C  .il: 
'.-.'ouid   cor.stitute   a  braach    of   a   fiduciary  duty. 

'      So   thac   you  Hust    nscida    if   ycu  tiro   going    tc  r.ia';£    your 
dacirjion      ycu   h^ava   ri'.adr;   t'n:. h    Vacra    is    a   cla.-.r  dat:.-i::;an  ;   to   MdG, 
ind    a   clear  bar.afit    tc   3art   ~^'r.c^ ;   bv-fora    thara    is    ony'in-rro- 
p  r  i  o  t  y   h  a  r  a    a  t    n  1 1 . 

J^nd   you   hava    gat    a-pla    avid-aaa   har^    cf    tha    a:i:r.raly 
cc,-r'*a  catad    ^arvicaa    aud    arc  id    ar::7iaaa   that   -.-^orc:    rar  Jarad    ay 
cha   ;'auv;faa:;urar3   Ucw.y'y::::   i.a  W3a,    aarviaea    o'.at  vara    ',:c'-..:ll/ 
•■"'--V-'-r  :••.    aJ    it   in   i'ja    or,  ,:r'. -.ian   aa    a    aai-.V.. 


cic;.:cnsar~ac 


concorp-J-tar-t  aana  r i  v 


1 

2 

5 
A 
5 
6 
7 
B 
9 
10 
11 
12 
13 

15 
16 
17 
IG 
19 
20 
2i 
22 
23 
24 
25 


1049 


So   that   th^re    i::    c'-;-;ol  i.:.',.  ly   i.-o    c-.j^or    cnc.  i.-g    oT    nz. 
abr.c.iice    of    a  qv.x^'i   p.vo   cjuo    to   ',i7y'J   Tor   .•>.ts    rvj.aci.on^hip  -.fi  v^i 
ficinuf aCuurcxK   K;;nov;,rf    c.r..i   \;"nr:t    i:;   tl.c   eG:--^: ;■:---,•    of   fni"   prcbj.c.n. 

New   let  v..e   Si'.y   thic:,    I    r.Tn   troubled   too   thox  ycu  hav'T 
not   tilkecl  to   the   p£:cp]c   \."ith  vlicM  ::;;   i;;'^  t: ;:?. acod  his   deal    at 
Maiiuf  acturerc . 

I  have  talked   to  botii   of   their  GJtteubi.vely   r.nd   -cney 
v<-ill   tell  you  that  taera  vrs  no  irtciution  cf  coircspcn&ing  bal- 
ances,-   no  rrisntioii  of   20   pircivit  cetvrccii   Eart  Xicnic;    er-l  :ir.    Brucs 
Brougham.      You  vJill    find   fzcr,  thi    letter   cf   ccrjr.itir.iivt   that   thi3 
v7omaE.-    Betsy  Jo,    didn't   tc^:lk   to   Kisrt   Lance;    she  v.'rotc   the    cCuiit 
ment    letter.      She  \7.vot:.:   up   thcr.;c  r.".r;:;cr'. ,   but   she  ucvc'--'   >:ul--.;.d 
tc   Bc:x-t   L.7r.cc-. 

ir^ert  liSnci-  (3c:,.?t  i.ib:;  Bruc:r.'  Ercvc'haip.  ir.  risgciiucinj  hi 
lor.a  and  she  says  u:inquivrc:c'l,iy .,  :uid  l:s  is  ssi  lionest  n:in,  one 
of  thi  rr;Ost  hcr^est  pscylc  I  have  ever  r,:een,  lie  cannoc  lie  —  in 
ftct,  that  if;  c:ie  of  hii^  prob?.cr.i;.-  he  cr.nnot  lit,  he  can't  cvea 
tell  a  friendly  lie.-  a  v::;ii^  lie  —  if  he  dce:--n't  like  the  vay  I 
look  tGdi::.yr  he  will  tell  '..:■-  -.-o.  Kt  3uid  unequivocally  he  never 
disciicsed   a  compensating  baier.ce. 

It    ic    true   it  '..'at;    cnticipc-ted   there  voiild  be   a 
relationsp.ip  bet'-een   the   -.:-.,'c   br-nT-cn    and    there    ic    absolutely   nothii 
irr.prcper   about   tiiat   an5  we   have   no   apologie.";    to  inake    about   shift- 
ing   the   account   frcm  First   Kational   City  v;ith   v.-hc-,   1   knov:   for   a  ' 
fact    the   bank  was   not  entirely  happy,    over-   tc   Manufacturers 


1050 


1 

2 
3 
A 
5 
6 
7 
8 
9 

10 

n 

12 
13 
54 
15 
16 
17 
53 
10 

20 

21 

22 

23 

24 

25 


•I''.  I 

•        I 

v.'it'i   vho:u  Dnri:   I:::nco  .-    v;nn  -.■."ov\J :?.   1-a    5:'::\''..v^j    -h-j    bi;r,;-. ,    lie  J    a  ^ 

i 

^oi^g    :.\ncl   lir.ppy   rcla'jior.rl:.:.-.;.      Vict!.!:''. j    ir.vprcpo;:.  i 

ii?..    LrLl>'Ci;:      T;;!:-.   v'£;n;   bsfrv.-;    Z    C-itra    on   the-    sc^cii?.    -.;.i  r";       ) 

i 

liacional   Bank   of   Ccoirc^ia.  j 

IjR.    £.:il'j'il:      Housing   ii^nr'of-D^-.      Totul?-y   approirir  to 

<:)izt   the   banking   rc>l^.tio^.:;h-.v■>   i;hc.:.''.d    i.io   cViar-^cc!    to   c   ijc.ni:   v-?  tii      j 

I 

v-i;c;;i  V3   h-2.ve    a  hc.ppy   :>r,latlo:a:;h:!7'   ar.d  i.:jr::;c~al   l:nov;icugy ,    :-,nd        ' 

I 
( 

it   Ik    app.Toprir-.tG   also   that  \j.3   chcultl    trcj;r;rcr   O'lr   correspondent 

relGticxiEhip   away   froH.   fr.?.   b::n::   thc^t  hanclcd!    it   for   Fi-Az.:i::x^.i. 
Geasral,    becaurse   of   our  d;.\"Oi:ce   frcio   thera. 

Jvnd    it   is    also   ccr.-.plately   np7>rcpriate    and  nci-^r.l    a^d 
above   boar..l  that  .'Or.    Lru. -2  xoulct   c.r    '-■.-.i-  o;;?:   \7ith   hii;    :7r\;  vor. 
in.  I-;c^-'   "xorl:   -.vlv^n   h;   v.-r-nL''';    ;o   r.al::;    r;i.-    ic^r^nr    totally---   r-" .  li.ng 
to   ba    ^.i:\\ar.-2i    of    abcv.t    thrr. , 

hiicS  '•;h?:r   y-u    r.is    tha';   \:3   got   r:crviciJE    rer'ciar^-cl  ^    vnjt 
service:;    -—      if      you    -^rr.-'in-.G   th:-    proiiiit    o.^   Eer"«"icaa    tV.aV 
t'?au'ai:aa\:;;iars   gi.ve   rr?",.    yor   -.:ill    nar    that,   its    relatioai^hiv^ 
v;aulc    bc-i    ;•    alone. 

linen  you   c;:z;.:ir.3   Bart   Li^ica'fi    lo;:i,   here    ic-    a  r.ia.i  vho 
paid   $'30C..00P    in   infrarc^t    to   that  bM»l-.   over   the    last  yaa::    and 
a-half   and   ^mo   g^jva   a   ccliateral   a:";fi    jlfa    inp'."rance  \.'dll    ;:  cccd- 
."-  :g   the   baiancs   due  wiica  you   aggrag^-t-a    the    tv<o,    it  veil   c.vcacclc.c 
it   v.'as    a  hard,    tough    loan   t'.:;'y   pot    c.-i   hin.       /iTid    the    conceit  ions 
O-^   the    loan   in  no  way,    evan   in   th-j    inta-r-of j'ica   nemC   that   you 
fcuaa,    put   do-,ai   a   racuirci.ant    for   cci:\p2:ir.atir.g   balancaa. 

Ho;;   let  r:.a   teli   you   Eibout    the   ccn.psnsating  balaazra;:. 
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Ycu  v.-culc!    finrl   this    oiit    if  ycu   v.r.lkoc!   to  Mi.'jc   Vienor   r.nc:    ir. 
Brougna;n.      Broughr.iT'   s'cr.ces   Bert    and   I    aid   not   tr.lTc   about   ccr-.- 
psnnating   balr.ncer;,    but   v;g  v.-cre   eld    frienric;    cUid    I   had   tv:;;:y 
anticipation  that   there  x;ould    result   in   a   long   and   hc^ppy    relatio 
ship   bet^;esn  NEG   and  Manuf actr.rers   Hr.novsr   after   Sert   too:;    con- 
trol   of   the   bank.      Ke    caid   I   had   evary   rea£;cn  to   e::p;ct    that. 
V;e   were    old    friends    and   I   G::pected   liini   to    —   as   he.   had   done    in 
the   past,    to   do   business  v;ith   Manufacturers. 

No   agreement  V7a5  trade   with   regard   to   cciTtpensating 
baiancas    and  he   v/ill   tell   you   that. 

New,    anticipating   there  v;ould  ba    a   correspondent   re- 
lationship  and   measuring   the    services    that  v;ould  be    requircc    as 
their  ir.ain   and   prirr.ary    correspondent,.    Hiss   Viener    computed    that 
the    balances    that  v;ou1g   be   necessary   to  handle    the    clearings, 
to   handle    federal    funds,    to  do   the    ether   services,   vould   be 
an   a~,ount    that  v7ould   at    least    ;  '/aal    20    percent    of  his    loan. 

There   was    no   agreement.      V's    can't   help   it  what   they   piy: 
on   the    internal   papers    that   they   iinticipate    the   balance   \i'ill 
be.      But   it  was    erpressly  not   a   condition   cf   the    loan   in    their 
ov.-n    internal   paper   and    it   is   nov;here  mentioned   in   the   v.'ritten 
comr.itr.ient   letter    froin  Mcliufacturars    to  Mr.    Lance. 

MR.    SERINO:      VJl-^en  you   spoke    to   Mr.    Broughc^n,    Mr. 
SjTiith,    did   he    shov:  you   the    copy   of   tlie   paper? 

MR.    SMITH:    I   haven't   seen  him   in  person,    talked    to 
him   only    on   the    telephone. 
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nn.    I5EaiH0:      Die!   ^a    i;i;:5  cat' •    ::o  ycu    tlia--:    th.rv.    \:im:    tl»i 
v-o-an   in   the   I-oril    ?.''ic\\  ii-.ci.'.oi-cJi'Zuvi.V 

KT;.    CMlTi::       Ha   diu   not.    Cu   th.=.    firrst   ti!«:^    I    l::.?.^:cC   tn 
hi?a,    lie   die   not. 

I   don't   f/.ink  he   hiia-.r  about   it   at  that   ti'.uo,    I    v^i.:  not: 
sure. 

Kf   told  mo,    choug'ii-    of  his    lcs>\i,  fri  ii.ifjLip   vfitr*    y^r.-ci 
OTid   th£   bv.;-ji:-.eG3   he   hati  doi-.e    5.n  Calhoun.      H.i-   tcl-o   v.-.i  i'.C:   h-rrt 
sp2nt  ii-;any   a  dcy    in   Czdhcun  hi:-:r:elf .      Thoy   cvcj:   r;^:.;  p:--cp3.c   lo 
Ciill'.oun      to    find   out  hov:  Cart   cpsr£'.t2d. 

iic-.i7.ui;actui"ers   to   Cc.lhcun,    uivaorl  cJi   ji'ialcgovs   liituatic".-.- 
h:.'   said   he    hrd   greet   ccufid::2c:.    ii:.  r.:;rt  I-L.nc::-   rnd   v',--;:\te(l    to   ge'- 
ir.vclvGd  with   hiin  -s.-hEn  ho   ar.irtod    -siitrol   o-"   l.'l'-C   kc    hi.c    co:c::«.~3- 


ponc.'.ent .      lie    Cin cicipa'cea   iu  vro-ija   cc 


E.  very   good   b-usints::;    rela- 


tionship  for  i'ieoiufacturers    a-ia   he    felt  that   they   could   render 
E  very   good   rervic^   to  KSG ,    v;i;ich   in    fnct   they  hava ,    and   wiiic'n 
they   continue    to   do . 

They   are   still   ojr  ii.r.in   oorrcspoijilsrit   in   Nc;  Ycr:., 

Kcvr   iGt  "iiG  aay   this,   'v-3   hr.-.a   cl;:'.nc,.'2d   co  rrsspoiidcut 
bcirJ-:s    in  Hcf  York    sir.r:a   I   have   bzen   involved   in   UIVS  r.^ore    tliim 
cr.co .      vJc  '.v.iidi.    a   cftanga — 

UK.    Lr'.rM'H:      Let  rr.a  make    Oiis    coivaT.snt .    if    I  m£:y 
•-interrupt  v.'hat   you    arc   saying. 

KR.    SKIT-I:      You  u>.ay. 

KU.  LAT3CE:   In  relationship  to  the  overall  relational. 
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with  Manutacturer-.  1 

Again,  in  -"che  iniaraGt  cf  faimesj  './hich  I  know  that   i 
you  ara. 

.  MR.  I'EIMJhW;:   Passionately. 

MR-    UVtiCE:      I   knc;   chat.      And  your   iroputation  pro- 
03563  you.      Tind   I  happci  to   thinl'   that  I  have   that  sort  of   rapu- 
tation. 

MR.    H3I?I?.:n^:      Vou   do,    sir. 

HR.    LAKGE:       I    Ep^iri   27   yrjars    in   thn   bynkinj   'ou:i5.\i-^zs 
trying  to  help  cc—munitias   grcwj   c-i^.v^lop,    clavalcpsd  repute cicn- — 
v.-s  havs  had  problen^,s  you   are   familiar  vvitli   in  reading  th3   rapcrt 
if  •„"£   v.ars   ej^clusivG    in   thcit   rsgard   in    this    cc;-cry  your   job 
irould   be   v.=.~y,    vor^y   ea';y    L-';cr.u;3e   \'on  ■:oi.:1g   only  liuv,;   '.-3    to 
worry   abort.      T   th. '.r.;:   you   l-r.va   ofiir   ciriri"i'.3tcincas    o.nd   ol:;--r 
situations    that  are    lil^ev-ine   in  ralationy".'.ip   to   the  ban!:ing    area!. 
Bo.t   I   ha"/a    a   reputation   to   preserve   and   X   tainic   it   is    a  good  j 

one,    and    it   is    one    of    fairnes: 


Vna   I    tnin!:    in   irairneGs    co 


that    for  you   to  get   the   records   of   t.he   MaAiufa'j-prers   transaction} 
thrcu;;':    th-?      State   Banking   Dopartuient    :.ii  r.,;?  Vork    ;-nJ    ^ci   p-'rsu:! 
a   di:;:JViL;r;icn   vrith   i;he   ;;~opl:;   ;;no    --^r.^i-e    t;^-i   n^a:nc;;    :ind   Tho   "vAde    thV;: 
loan    is   not    tocr.lly  v;i:;"-;in   tlie    co.;C-:;pi   oH    IJrJ  ;:r  jJ;"!    i;i    .ihe   procs 
2ecai-.ie ,    as   you   ccell   kno-.;..    if    ,~j      gc    ah.a.id    -^id  r.-.ake   the   deci- 
sion  to   refor   it   to   J-.'i:;tic:e  '.vithont  loving  dc/.e    that.-    i:h-j\i   they  j 
^•''ill   ha-/:i    their   opportunity,   but   1   v/ill   be   the-   nubjecc   oi;   rv.ch 
-OCU-.    and   :.-.uch   ac>.e'itiviT;    in    the    prcce:";s   b^^Jcre    t!;at    ta'-.e3   place: 
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43  { 

And   thzt  V7ill   be   very  prs judicial   to'-.-ard   Bsrt   Lanes.  j 

Now,    if   tlia'c   is   V/hai;   anybody  v;ants ,    you  kncv;,    that   ii3    • 
what  ycu    v.-iH   qe'c   in   the   procs^o.  i 

Kg,.'.        X      '2eol   -zc-n^aXJ.Cid.   zc   toll  you,    say   that   to   yon    1 
"ery    frzinkly,    very  dir-scLly,   b^ccusc   I   thii^ic    it   in    that   sort   cf 
circiiTistance,    that  sort   of   situation. 

If  you  \/ill    let  i;-.2    finish. 

MR.    SyilTII:      Gc   rig'.'.t   chccd,    3crt.      I    c.r.i  lie;-,   tzying   to 
stop  you.      You   go    rright   c.hor.-2. 

UTi.    jju.uCS:      Very  quickly..    I   thire:    that    the   pacpla    o.t 
fianuf actwrers    Heiiov.-sr."   .:ir3   pGopls    of  honesty   and    i.~:.t.:grity    and 
fairness.      You   rscailatod    '.-.hi.r:  w'aevi  yo'.i  v.Lre   f;Ui:c;.viiitv:-ndont   of 
tho   'Bcsi'.is    in  Kav;  York.      I   f'jiiT:;  vdv".  would    cgrsa    to    fcli.r.t. 

•it;.    !iEVM; .;/;j  :       I    -;;rt-inly  ■. culd. 

i 

MR.    L,VIC":      I   think    they   -:.ould  ba   totally   cooperative   j 

in  sitting  do-.;ii  with  any  of  your  r3prGsontativ-2s ,  svsn  though  j 
that  might  ba  cutsido  the  _ir.iT'.ai  purrviav/  and  -/jould  enable  you  j 
to  rp.-rdco    a  b.-ittcr   jvid<;7.:3;it   ibout   the   circurnstcnca . 

X   don't    tcel    ths;:?    is   any  r.'.crit  to   the    cii;'.;;go    cf  hcvi 
v.^td.    ac  ..^y-sp.n.^\r.-j.i\rf    oz.l-r^cz    i'l   this    Oj-   ni-.y    oth-jr    ctco  .       fvriil    i 
thi;-;;-:    that    ia   •,:;,->    ov-;Vall    ■sirc'^.mztC'V.o^ ,    that    it   'vould    only   bs 
fair   silica    tha;:a    is    en   iuUam-v.l  moir.c    iiivol/.ir'i    in   a   s-;_-cj.fi:; 
nu:nb;.r,.    I    -ihi-ijc    t}ir,';   vDii      o-)-;:it    to    firid    out   '.■rh:.\<-    'z]i".z'j    jary'icc.-   j 
'.■.■•:;ra    i::i=it    ■.•r;rG   randoiMd ,    './lif'.t   tha    ■:ala.:ioi.ship   v;-!:s,   ••'hr.t  ;.■./ 
c-r:'.-r.--c  ■,zr.':0-:\  -.-■'■..h  Tlr.    iJro;;nr-..a  -.•as    in  r?giri;    to    the    lc;.-i,    in 
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49 
order   to  be    fair   about    a?.l   ihs   aapi'cco    ac    iv..    /'jid   I   si:-;pl/   3ay 
that   in  the   hopes    I   hops   ycu  -rt-ould   ap'ovo-'ja   it   froiu   that 
vie^/point . 

I   hava   no   r£a::o:i   to   iliin!-;   o;;';ior-i3a    that  yoi\  vjoulclr.' t 
MR.    SMITH:      I    cm   i:ur-£   thsj^  vou.ld   be   glad   to   corao   Jc.-n:' 
hsre   and  talk   to  you. 

i 

MR.    Tj\NCE ;      S    t-;i.-;:»  un:1ar   thocs   .:;ircur.-.3t;ir;c:ia    thsy  i 

V;-CUl<5. 

MTw    HCVr.U'Wj; :      ■-•::■    only    thing   I    ar.   iiitsiraat^d    ir„    :;l-.-'.g   j 
is   objective.  J 

HH .  l:\N\?E  1      I   u  ■:;:;:: J taud.  I 

t 

MH.    SERXHO:      I-   ^^at  rvivj-vc' .   Mr.    I.ancG   ci-id  >;:: .    S.,iiih,    i 
-         '  "^    t 

V/a   wovild   b2    hr.jrpy    :c;;i-   y:;.-.    :c    TV'.v.Viit   to    l's    r.;»y   i;"iO;iv5.r"L;:;l.;     '•ic 
might  hr:V5    inicr.'-s.tlr;-.    ':cr-v.-.;r;.>ir;g   t?J.:;    trcr.cz.ctioi-1    cl;.~t  you 
thinl:  '-rz    ought   to   be    tsl'.iiig  to,    that  -joujd  hn   able    -.■.c   :-:ii--:'. 
aonv3    light   on   t'lie    tranisaction. 

iin.    SMITH:      V.-^llf    th-^   I;ey ,    t'.'.G   only   issue,    the   only 
issue    is   •..'hcthor   cr  not   D.rti-t   Lr.ncG   used   l.fi.G   fijr.ds   iu'.p.vcp'jrly . 
That    is    the    raal,    only   i^'^vc..      .ir.d   '■-.'•::   Ciily   people   tiiat 
i'now   :;bciit    the    ;;^rv.:::    oj:   aL-,    ;!o,;!:i   lir^u    the   rclauicnal'ii^i  bctv/'^en 
^;i2G    c::"il    — -    che    iv;;::i:i   j;;jorle    ;:h;-i(;   ^.ijo-'/    th;-r-s    faces,    relacicriship 
te,-,-.c-^il   '.'CT    "ind   il -~ ■i}C.->. ■■.'■'-■■■  7: zr.~  ore  Mr.    Broughr..ri   and    this   liins 
Viener,    ar.d  i.;-yhe   '.'.r.    Jcnhi.iG.      r.nd    c   had   no   of.portr.-':! ty   tr, 
invite   thoi'i   or   .lubcceiir    t'-ea.       )"    rc.rlly   didn't   hr.c-.;   the   r.v.'.ore 
iloC    t>.i.i    aTir-.-^.-'.r.-nce    thl.i   ..:?•;.■,>  Ln.y.      And    1'   oi.da"  -   h..\c-v-   j.  i   '.;.ej 
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50  j 

going    to  bs   nearly   this    fozr-nl ,      I    thought   it  would   ba    a   ccn-       I 

versation  v^ith   the   Ccir.ptrollar   and   GCVsebody   from  Justica,    -Jid       | 

cna   or   two   others.         I   didii't   rsalize   it  would   bs    an  intarroJja- j 

tion  with  witnesses.      -"-uid    thct   is   all   riylit,      I   don't   objsct  t 


that. 

So  V7e   dida't   cona  pr3pr-r?;d   to  bring  witr.2sr.2r:    czr.ii   1       I 
haven't  had   an   opportunity    to  gat   theso   people    dcvm  here,    rut       1 

thsy  v;ould   be   glod   to   do    30.      P-rA   I   thinli   they   would  ba   glad  to 

I 

tall:   to  you   on   the    tele^/iicre      tiiis  norning   or  naybe    jurnp   on    th-:; 

train   or  plane    and    cor.e   do:rn  this   afternoon. 

MR.    HExMAlu'^ :       I  'w-onld    like    to  v.-iai:e    a   cor^ent   about 
process    if   I  Hiny.,    sir,    just   30   it   is   perfectly   clear. 

We   have   b::en   infor;.'.=d   '-y   a  r-.urnber   of   Cor.gro j.-;io;i?,l    ec-i 
niittses   that   regard ler.c    of  ■:'hr-  tlii::   nep.7.>:t.~ent    c'cee    or  dcei 
not  do,    they   c^re   going   to   hold   a  hearing  on   our   proces!;.      '?p.;iy 
have   a  perfect   right   to   do   that.      It   is   certainly   within   their 
purview . 

Therefore   17-3   are    totally   and   thorougJiiy  de.Tiroji"    of 
h-'ving   an    accurate   record   of   ail   of    che    facts,    all    in   cne   place, 
to   be   dene    at   one    tiruo.      I?ecai'.se   ■>hat  I    mr.   terribly    af?_-aid    oT, 
because    I   do   think    it   --ovld   be   horribly  prejudicial,    ia    to 
^'ddrcc;K    'obis    toLal    yrobl:.:'.'.!    in   bits    aad   anatch'-s   -.;hich   ^fonlci   only 
prolong    it,    -.Thatr^'/'cr    it   ic ,    aiid   be    t.'-.rribly    pvi  j.'.dici  vl    to 
I'ir,    Lciics.       It    I'd    bound   to   be   .if    it    ia   bi--s    or.    inf o.V;r;atio.i 
^lo:itL::.g   out,    vylLuoat    the    doca- ;'-!i':ati:;u^    vlchout    th::    tc-;alitv    o3 
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tha    story  being    fccld   at   ona    tijcs.  j 

Part   of   t'n'i  reason  for  having  a  foi— .alii:ail  process   is    j 

tho   absolute      adv-ar^cs   siirsty  thai-   the   Coj^grass   ■.■.■ill  vreLnt   to   ba       | 

J 

apprised   of    clia'c  and   S2C  -.v'nat:  happens    iuid  lict-/  i't   ••.app.incd.  j 

A     -  ' 

^-na   properly   go.      'ihat  is   i.-i^cnia  -their   —  psz-faciiy  -w-i-fchia  their; 

purviev?. 

MR.  Ei!;CE:      Aiid    fchst   is   prcpor   ana.    I  wsr.ted  yo-a    to  do 
it    tliat  v?ay,    so   there    is   no  q^acsfcion. 

MR.    HEIi-UXNlT:      So   you   u.ndorstond. 

MR.    Ij.-.NCE:      I  './ant   to  gat   tiircugh    and    I   knov  you   do, 
too. 

;•;?,.    rI3IH."ii7rT:      I   >:rtC-J  you  -/j-^.t    to   get  ■'■'irough    it  :?.ore 
than   I   do   —  but   not   by  much  -.era. 

;in.I.-.Af:CS :       I   uncl-3rot-nd    that. 

I   ;-."anted   to   ba   rid   of   it,    you  kncv. 

I   CUT)   in   a  position  '/hare   it   naeds    to   ba   re^olvacl.       I 
want    it   rasolve-d   as    soon    ss   possible.      Ihava   no    fear   c~bovit    the 
Juatica   Deoartr?.ant    Ico'ci-.ig    irjto   it.      You   >iiO"..',    thay   oaii    lonk 
into    it    all    they  ".'•aiit   to   frcir;   th-^    3tr.:;dpci.;c    of      being   tri^'d 
barcrchc'.nd   in   affeC-. .      I   thiii'c   that   is   v.-t.at  -/ill   hap---vii    '■-^.    you 
go    -h'3~.d   and   do    that   v;itho'2t   t.?.l!^ing   to    ■.I'vei" 
got   —  have    tho    cizs'jcr   or   t'la    ccrrohoration. 

flU.    iIUu~i;if:      L-it  .ra    o-y   a  \;ovd.      V:a   vciay   \:^\l    be    t;-i;:inJ 
'■'itji    tha    pacple.      That  will   .-'Ot  5;°   v;hi-.t   r.'c  v,L-ually   do. 
^■'a   U'jnally   v.:::^    invc-.-;tig<-v.icri,    '..iirh    a:iy':cdv   o\i;-  :ija    tt.e 
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Dap?irtr.iant;  o?  Justice  £::cl  chs  FBI,  v;e  ara  all  awara  of  tJ-.a  spe- 
cial circvr- stesic=3  hsra,  ar^a  that  indcsd  is  \;hy  ve  as!caa  yo'-  to 
COIP.2  cvsr  this  noming. 

MR.    L?iMCS:      Sure. 

MR.    ITJRPIiy:      Thi3   prcc.'^sdiiig   in   tiooif   is   vary   c;nu3ual 

I'lH.    li.'.NCS:      IBuu   ;c    just   thinJ^    that  vvi-i.^y:   the    cir-j'._i;- 
si.cv.cas.-    that    it  iTiic/ht   give   i'o..\  battoir   gv.ia.rijica   c:s    to    'cnj   rc:7>it:'. 
ship   b2tw3-jn  r."^   cjr.d  r-^anufactiirars   Ilanovar   if  you   or  your   o;20o1;j 
talked   to   those    folhs  nho  -vrrira    involvecl. 

MR.    I!EIM/\I>;n:      Tiir.t   ^.-a  i.indarstana . 

HR.     L"iRCE:      Aua    I    j;."sc   think    in    the    intara^-t   oi'    .'riir- 
ness  — 

r-in.    ItUir'Pit'T:::      ~o   \-n   have    .T:^vthii-g   ulco? 

1  '-.'nat   to  di-iaucn    •roTuati'.inq   3lr:a   but  not   ca   thirj    ri-it- 
ter   if   I   :':2y. 

t-:K.    ML'P.FH'/:    i   h:iV3    a   couple    of    things,    too. 

!';P,,    SURINO;       I    jUzc  --isjit    to   stay    on   th  :.    quacti.oA   of 
Mr.    '^.rcugh"n\,    if  .1  ra^v^    5c-r   one  r!"ir!ri;''.t . 

Cc-.'ilJl  you   tc:].l  ;..,'i,    ;•■;•.•,    .L-jdicr^ ,    that   f  i-:;cr;.s '  r:.^.3    -'iu  hr.-: 
with   hii.i    "uu   s/hat   np '-cif  :i  :;-,lly  you    ■::il'.'-:C.    ■•■■.^oiit? 

callr:-i  '."2  yiiJ-ir'.raoy,  "C  .rcvur,:,"-'!  hJrj  call,  i'-.nd  ii^i  said  :;V.  v.;  iu 
t"-.>    ''"a    th'tra   -/c^n    on   iii^:c^::-i::\l  :;:ir:r.-::i^.Cxi\   th~t   rolatjt"!    to 
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co?,',pcn3n.tJ.nvj   balanc£3^      Thit   sot   out   the    tsnTis    cf   thn    loan, 
st   cetara. 

^'?a  iiGV2r  had    any   convarsation  cbcui    'chat. 

MR.   sniC'H:      v7c:r3  you   talking  aboul;   the  convarsaricn 
Mr.    Lance   had  '.vii:h  fir.    Broagharii  'jhsTi.  hz   first  nogo'cia-^ed?  i 

MR.    SERlnC:      '."ithin  tliG    Iz^sc  wse'K. 

MR-    L-ArTCS:      Within   tl>2    last   -./eslc.  j 

! 
rlR.    SMITIi:      '.rnen  Tir.    La\ice   called   rr..;   5Jid   told  T?,a   he        { 

■.7£3    invitad   to   this    ar.aring,    I    ir.':ad   ri^i  vho    the   p2o_-)l3  ".vs";    -:-.t    } 

i-ianuZact-ar^rs  th^t  hj    -Bgotir.t^-::  vfiih   and  callac'   th?'     v.p;  j 

t 

.b2fcrrj   thoy    ;.-ould   si>:d   U3    any   ii.iOA-v.ation   or   yi\-3  rr.^  r.ush    i  ircr-j 

I 

T'aticn   at   ail;   h<'.   :.--.ritaa   cj::prv"3    \;2j-eprci:^    3.^>p:*c"aL    :;vc;..   i^^r;:        j 

M T;  .    :■ '. 'j  1 "-? < : ■-" :       ?  vr C ;.;  :o  r . 

wR.    Hm'-jfii:;!:       ?::op3r.  j 

MR.    SMITH:        K'i   cald    th-5ri    :.v    "o  -.'.io taking   3art-.5 
voice    ov.33r   the   phoui.      '.'■r'^cn   I   hc3ar  hi?'-..    I      -.'ii.!    know   it   ia   1:2. 

T"n:3n  he   iscn':   da-.ra   a   few  docu-T.3ntn  '.rhich   1   hav3  hcsra 
a;;d   './hich   I    will   bc3    .jisd   to   put   5.n   ividoncaf    they   bsing   thi3   cor,- 

Hil.    SjU'Cu'      —   t!'j   :-Gta    i';c-ir    3r    lean   ag;:_-r-jnt . 
aR.    Myi^PKi":      :;^   ha^-a    c!:^    -:=t=. 


i:    LV.    i.jri'  -    n-a.~.    ii*. 


98-440  O  -  77  -  pt.  2  -  44 
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KR.    IIURPinr:      Lattar   X, 

(Tiia  ciccunanv:   chovG   referred 
ta  -..as  m^^rked  3::hibi-t  X.) 

MR.    SMITH:       St;cured  ncie   dated  Juna    30,    1975,    in    fiivcr' 
of  MnnufacturGrs    rlsnovsr  Trusc  Ccripaziy   and   sigr.sd  by  Bert   Lanco 
and  LaEallG  Lanc<». 

f-iR.    S2RXt-T0:      vn'sre  vare   you   v;h.=n  you  si'^r.ijd    '.ihat   note? 
Do  you  have   any   raocll-.^ccicn,    iii:,    ".-cir-cs? 

V/cre  you   Lii  Ngv/  York? 

MR.    LAKCS:      Uo ,    1   ':^ir,    in  ?.ilc=n-i£. 

MU.    .SMITH:       I   ■"C'„-'..ld    li;-.'j    r.o    iiitroaune    a   record   o::    in- 
t'jsre-:;'".   pavT:>'nl'.r;   by  C^jri;   Lc-./ico   "^'iio'.ir."    ".n   r.gy-rsc/^tG   ipc.V'-aiit    of 
iiit^rsnt   up   th:-:.zii;f.-\   iiha   tinii    'z'.ir.t    r.:ii    j.c-.:.i  ■/c.3   i/^-.i a   In.    full,    of 

--3  s:os,ooo. 

MR.  !;r;x:;r.rr::     'c;:r.:;  v^ouid  :>o  x,. 

(The   docuT.snc   cbova    -^^c-.^rr  -d. 
to  -/as   Marked  E?;hibit  L.) 
MU.    rpJ.SIER:      Th^h  is    th3   only   copy   you  have    of    Uhafc. 
I'R.    .SHIO.'H:      Yoj ..    ihr-.t   is     -b.-e    cn.ly   copy   I   hc.va    of    tha^ . 
I   hr.-/'">   \:3~Q   zr.\T,'-i    rol?.£i:;~v;  1   :-."->-r;iot3    th^t   l-j\j    Bark 
•-.•.::.G~>-:-:r   cent   f-ir.    Lc-.C":,    .-ro   .'"c ■_- ■-'i .      X   dc\i' i;  know  whailssr    •thoy 
^   Ciiiy  thine;    co   ''ihe    jr:^-;'".  ■;<!! . 

f-:I\.    i!ji:i!-"JX?!:; :      Vor.   ■•■'•^--in    en    t'l.c    collat^jr^il    o>;    the    T.c.in 
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I   think  the    record   ought  to  shcx;,   though,    that   tJ 


^  collateral    for   this    lc?.n  -^s      l-i>j.ll8   si-ares    of  Natior.ai   B:u^?c       j 

^  of  Georgia,    at   that  tinie   v-l'js    cf   appro:;ir.-2tcly    $1?    a   "zus-.zrt .         j 

^  Mr^.    LAKCE:      More   th,?^i   that.                                                                     j 

5  H?>.    Sr-i:ciH?      At    Icist    517   a   shar^.      r.r.d   ■o,375   chare::       ,> 

S  or    trie   Calhoun  First  Wation.il   Saji;-:,   v;hieh  had   just  been   sold         j 

7  public   at   $25    a   share,    and   ;>GF.O,nOO    o>:    li"3    insurr.rice   en.  Bert       j 

i 

o  7..ai.ce.                                                                                                                                     j 

J   I  MR.    KEIM?.tTT::      :Ohe   -ote    itself  hr.r.    -tiie    iiharC3    l.\s:ted.     j 

I  ! 

10  MR.    LA>;CS:       Right.  j 

11  :•!?,.    Sr-iiTH:      Tlie    life    ir.surance    ic;a't    listed,  i 

12  riR.    LANCE:      ."r-.u    I   believe   ultiMetsly    there   -.-ras   T;ore 

13  life   insurriiice. 
]'%  MP..    Mn?.?h'Y;      I    cir'r.'t   kriOv;  :'s  -..auld   get   ii'^to    •.*'.■;    col- 

15  latejrelcijcetion   tcclay..    t^o    7.  did   net  bri.ri'j  '7\tn  r.  ;2    t^.e    .-.i^trers. 

16  I'i^-    SMITH:      Don't   yc-.i  thirJc   it   is   e::tre:r.ely   relevant 

17  vhether   it   is    boaa   fide? 

tc  l-VA.ir.mP'ciY'.      I^h.are  --era    a  caries   of   letters,    si:c   cr 

19  eight   letters   beginr.iAio-   in   tiie    fell    cf   1975    and   cop.ti=:uip-g 

0  tr.roi'.gh.    1575    from  Vcxxou^   c:  ulcere    at  H^r'-ifacturerG    Haiiover    to 

1 

21    j  ;h:.    Lance,    jcyJag    that    ^he    collateral    11;    ir.euf ficieet   aad    plea 

i acreage    it. 

23  MR.    T.J"\nCE:      And   -  ■"!   h:-.d    a    lot    of   di'jcaejriona    •■.beet 

that,    b-:ce'.-:;-;c    of   oi;r   prior    -c:Tr jerr.virt ,    that    initial    agreer.'.erit 

■■■■-z   they  ■.:m-'i'.    loan   JO    p.^:rr;s:.it   rf   the   beek   -/_:lue    of    .r^ti-e:.!   T- 
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5S  , 

J 
of   f^aorgi?.   and   I   didr.'t   <.'3r,t    io  hcva   ciny  more    collateral    "i"-.-.-i       j 

abcolutely  necessary , and  \-2.  hcf   a  lot   of  discussions    abcv.':    ^ih-.t  > 

,.,,,..  . I 

ona   I   don    t   ssa   'yViore    triar;  :;::-;    niiv  rearing   on   ii:.  j 

I 

MR.    \-xoK?V.'i :      V.'S.    Sxith,-    in   zi;;r-.:er   to   your  cc:';.-i^7it  i 

i 

t-;at   yc'i  isade ,   '•••a,    of   ccu.vc.o,   h£.va   ch>;Gl;ad   out    chs   coll:_t-:.vcl       { 

1 
1 

and  the  interest  rate  and  j.11  of  the  cti-.er  teri^.s  of  the  "■.'.>;:..   ' 


The  one  ?rsa  •-""". 3i" 3  ■;e  hzd  crcb2 


V3     h^v  1  I 

1 


20 
21 
22 
23 

24 


bisn  dii;cus3ii:.j    chic  ruci.r^i;ig,    b-ct  '.ce   hcve   Corie   all   cf   tli.-i-'i. 

HR.    -"y-.Ii:;:      ?c-rh£~5    it  irould  be   help.Zul    to  '.ir.ve    -ilie 
record   shcv/    the   coli-i-ue""! ,    bcrcise   our    1~.."   fii.M!  t:ri^"i;raitt;-.vl 
thasj    c^^rti:Jicate3  J    vhc.jo    i-.rurcnca   o3lici;33j    to   the 

r.?cr;vd    nhe   .-^-ivt^-."/-    cf    tlii^    ""rollr/^sral    .'hicl;   is    r:;?.c  ■.•  :t      o 
.;h=.';.!"Z"   D'-r   .^o/    it  ".  -■:    r-.  ire:. Hi    :'.J.e   Icj;!. 

"IR.    LJVXCS:      '-hich  ycv.  hzive   do-,i2. 

MR.    H2i:-t^."r.'n :      Sure,    hhat   ccin  be   suL-ritt^d,-      ce.rVairJ.y 

f-ill.    i-r'^TI'Y:      Vou    ar:;    o^irf  entj.y   i;elcr;~a    to   3ubr;it    iv. . 
V-e    do   have    in   tl-=    fii-iS    hc::e   scr.-e^/hire   tha   ccilatcrz:!   regis  ter. 

M".^.    Cy.xTrti:      But  '7^'^^3    this    record   h^v?    ft? 

rip,.    ^lili'Ii:      T'e    .u'_'j   tuiidi  ■.<•■   i   ;.".;c:o::d    that   cicirsboay 
T.icy  ';e    r.ir.dinc;;  it   'jhoul-:    r:hc'.-. 

Mfi,    •■^TJ'I:":      Vh— t    ij   oorr^ic;. 

'.V?..    \\'S,r.'I'iWii      Xha-:    ia    eb:;olui;.!jy   cov^/iioty    rlr. 
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L^t  rr.Q    j.}:trcd";.C2    in  evidsr.c^,    and   x   would    lika    to   get  ] 
Copies   mace    of   sen.;    of   these,    letter  dated  June    13    to   Manaf actu::cr: 


Ilemovcr   from  my    Izu   f±r?i,    ?nd   copy  of   a   letcGr   dated  July    let    t< 


HciP.ufacturers   Hc^p.ovor   frcni  z^^   lav;   firm,    v.hic'.i   ^.'ould   b2   fcho   ne::t  i 

! 

two   nunbcj.-a  ,    plsisc,   \-2-i' z:r..  < 

(liu?  cocu;i!C:ntG    abov'3   rcf-srrad  ! 
to  wc;:e  n^j.rksd   S:-:'>'.''.vit3  :-\ 

-a  ^:.)     •  j 

r-m.    BAIi:;;:      Could   --o^;    JV5niar:=  co? 


.  .  I 

re?-;!. 


Mn.    SMITH:      i-'o;r''~d:'.r,-.j    litt.3r3,    ens    c-'io;:::    cirr.i-'icita.i       i 

i 
of   stc:;k    cf   C-iiho.:-   >.-h:'.cIi   <..-3ra   f orwc^rdad ,    and   tlia    c-I-ier  r'-::f 3:-.-ii     ! 

to    chs —   is   cur  init\;\l    l:;tt::A-  to  AHiv.far^tv.z-z^.s   zirsL^isig  | 

th-3m   of   our  pCoitic  1   iii   vl.::    :;mo   ar.a   s..r':i;.io    for   tr.=i;.r    i»ic':.ru 

en   hov;     lo  ";.;.:i;-o.?,2   "'^irl  "■■■.::    thiags. 

ITov.    ^ra      entirely  v;elcov.!a    to   s  2e   thcsa. 

Tiio   noxt   riUjTihsr    I  'w-ant   to   intrcduca   v<ill   ba    >±.e 

temporary  safc'ic-jpirg   rocaipt  t7ith  rcspact   to  csrtain   life 

incur.?-.  GG   policies,    tliree   c}r.G.at3    rittr.caod   tog-r^thsr. 

v'i'ha   cocv.rnsnt    abc-v'c;    r::far.ved 

to  '.7-.3   rr.?.r!:£d    ::-.:hi:jit   O.". 

?iP. .    •31-l'l'HK:      ? .yO.   c-.:io-.':".icr   li.'-.f r^jcaoping    rcc-^j 

tional   .lr.z:-,.:-r}r,c:3   poli-.^.^cti  C.:\t~.-J  August    2,    I'^^G. 

(Th'j    uo:j';:,\-nt    ;>bov:o    r2fv:rrod 

to   ^■7^lG    :(;sr!';cd   Exhibit   P,) 


;or   a"lai-i 
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t  showed  you': 

2  MR.   iruRPKY:      "res, -sir,  narked  as' Exhibit  J- 

3  MR.    SMITH:      The.:,   is   J.         'I'hat  will   suffica.      Those 

4  are  Hay   ar.d   Rpril,    wiiicli  you   ar-3  welco— .3   -to   sea,    but   thc2 

5  last  oae   is    sufficisr.t. 

6  Aiid   1   b3lieve    i",:      refers   to   the   attachaci   trailing 

7  account  statsrent  as  '..-all. 

G  MR.    r-xJRr-ni:      ir.jra   i3    a   tredir.g   r-cccunt   st 

9  attached   in  Exhibit   l\. 

^0  M".    SMITH:      t;s   T.o^ld    lilce    to  Ta?.;:2    on'2    or    t'.ro    vcj/s 

U  points  v;ith   regard   to   the    corrasonndcrit 

j2  .ianutc.crurers    -^i'.d   scrvs    of    :.-.2   rca^o-.i3    Tor   its    rlv.cturtic: 

^3  and    also,    :..D.,    iur.   I    corr;-t   ■ith   zijs-g-.iat   to   the    c 

14  relationship^   vith   Vir::;:   :::^  -iory^l   City? 


15 


16 


17 


'■ire,    SMITH:      ;-ir.    ^rasier  will   cori-.x -.it , 


iili.    ?r:a.Slf:E?.:      Xn   ccrparing   the   corrsnpor.cier.'j   r^lr.liion 
;;hip      IJL'.G   h-d   with   xlrnover:    :lid  you   coraoc^re   KBG'a    pre".ici:3    rel 


!0 

,cj  i.ionahip  v,-i  !-.h   First   ^;atioo•■i   Cir.y   Bcuk? 

20 
21 
22 
23 
24 
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59         : 

1  MR.    SMITH:      Ycu   should    cnoal:   up.  , 

2  MR.    PRASIER:      Was   £ppro3:ir;iai;Gly   tha    sa.T;3   c'jr.ouiic,  1 

3  aroand   $200,000   diffsranca    in  the  average   collacjsd  | 

4  balance    for   tho    sscon.-l   ;^-.;:  -nontl-o  o^    1575,    !:i;r-:''.facturar3  j 

5  HcniGver,    ch;;   ^poiiri  being   fcasfc   th-3  co::rD:;pow.dant  ralatior.rrnip  v ' 
e  believe  stood   on    hhsir  c',Tx^.  j 

8  caving .  "  ! 

9  '•rou   aro   sv/lr.g  thac  i'ns  average  collect^-"   !:'. -•;'.••",   ai:    j 

I 
jQ        First   iTaliionn.''.    City  3nv;:<    for   ths   tTacional    Dank   of   GiorjTia  j 

i 

^■^         dux-ing   the    spring,    the    fi-^ii:  3i:v  noathc    of    1'J75,    >;ouid   havj   b3:i': 

•j2        approxiniacely   $730,000?  ) 

J2  Mr..    Fli'.SIZR:      ■•■•£:11,    this    is    just   quii'-    chfcl.i.i.r   .•:j;i:  ;,  j 

14        so   I  v-anb   to  ioahn    ^Uir^  '/a   k;io;-  v/hac  -.(2    ai:3    t^IV^Tig   ;-jr'u-.  j 

j 

i 


15 

jQ  ^ --"'••    ~P-->.Si'-r;:      iio.^.-.bavs    show   in  chacicmg 

^^  oan:;    una-    the   av.:.;::.'^;   c:~il^c(:id   bal.iixcaa    _ppro;:ij)atily 

jG  -"    ^■--'-     ---'•■■-'■•■--   ''--1   - -rr.t  i'Jacxonal   Ci-.:y 


Bank   and    ?ppri2:::r,:at5ly   $1.5  uillic-   ni^G':;    r-lation:;ai3  vith 

20 

oi  ''"^'"    2;;:r;.'.;-;0:      '-hr.i   pariod    cf    tir.'.j    ic    tiiai?      jl    ov.-. 

22  "^-    ^--^3-i;:U:      r   ^^   chacki.ig   --ith    tha   bank   here   .ii\d.  th: 

is    for    tha    Z'- y-r    -■;-  -'-■.. .--i..    -, ,  ,    ,•       -i  •,"-  .      ,    ^.  ^     ^. 

23  ■-/. -.^    ;,.^.,....,    a..v..^c.-j  ■;    \,i    J.J /.-J,    .vL-jc   ,.,atici-;;a   Ci. 

i-v,    ...la   ^,.._aa   ......  ror-.^a:;    avara-a    cor    j.-.  7.>   ■■\-\\iVi^^::':^.\:::r:-  | 


it-a     I 


T'.:iao-7=5;. 
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60 

MR.    IiAJTCL":      They   3hcv/   tha    average    in  H?.riuf 2ct\:rGr3 
$1.2  inillion  on    the   arozs  balance,    our  point   b3i:ig   iliat.    'chs 
rela-cior_3hip   that  -;e3    crsr.sfsrrred   to  MaxiLif^cuurars   basically 
fche    sane    sort   of   relationship  nuriervfiss   t'.^at   -..'e  had  had  v.-i-ch 
First   national   City  except   ir.  relaticnship    to    zoc-rics;    ths 
aesT'/ice   level  \;as  ;r.uch  eraater  frcixi  Manufacture r3  hcCcv.ioa   ci 
intGrnatio-al  training  ralaticnship.",    letters   of  crif.it.    tl^.at 
sort   of   thing    that  -;i   had   :-.o   a::,;  ^rti^ia   in.. 

The   other   relatlcnshipj   that  v.-a   davalop'-'fi    for  ;  z:u- 
facturers    that  v;s  did   not  '.je.\'s  v/ith   Firct  Mational   City.  ( 

KR.    PRTiSIER:      ?-r.'5   to    furthar   alaborate   or.   the    diacus- 
cioii   al.cut   tha   sc"/"icij3  ycu  raiciit  ■..cint  to  tsik  with   2iil  CraRii 
or   zci:. 20T.S   at  t-3UG   abc-...t    iha    'aval   of  carvicca   rc.;.Jara-l    Zcr    i/r.e 
balancEs , 

tin.    MUI;;-:-!" :      I    jv.ct  -^rai-.-c   to  n'.a'!;3   mre    I   uracarstma   y 
correctly.      Tha   ■eiucgastion   is    that  Mannfaccurers   Ilar.ov&r  v.-an 
providing   services   v;hich   obviously   cost  Eiariuf actursrs    Kano"ver 
co~,athii-^.~   and   thosa    coats    are   not   rafl-actocl   in   the    an-aiysis 
which    is    r-j:pra3e::.t?.d   in  F.:;"\ibit  J. 

MR.    I;?,!;""^:      I     ica't    tliir.;-:    th  J   coat    o':"    ^roii.irj    on   em 
irit'arr-.'-.tio.ial   baai:;,    •/.-.'•liah     -a    arc   t.ryin-.j    to    -^tart   in   the 
ba;:k    ir;  .".tian'ra,    v.'ould   ha    iavol/ed    i:i   tha   cor.t   aualy=;ii;.      ?\.\y 
O'lh^r    .;rr  i'-.\;-.g   aids    T   doa    ••-    I;"iin!c   y.cald   ba    involved    Im   faat   re 
la':irr;:ahip .    "arcign   a;;ahav.7c   h"lp    that  laay   h;iV(~;   bccii    ~.v.  'c  Ivad 
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"        j 

v/hat   I   am   GT-yiiig   is    ths    level   of   service    in  rslationship    -co  -,:'m.>y 

the   balances  v;cra    frc3  the   Ijacional   Bank   of  Georgia  to   th2  ) 

1 
P-irjiufacturers    Ichinic   is    what  you  have    co    lock   at,   vhat   I   -.."culd    ; 

hope  you  would  2o ok   r.t,    not"."icii7t3iQni:ig   r.he   fact  that  tii2   bclar-cr 

i 

relationsiiii?   if   you    loo?-c   hzdy.    3t  'i/hi-v   vc.c   being   carried   •.•;i  :h         { 
the  First  Hationa.!  City  3:u^k   as   the      cri~>ary     corrsc^pcivri^nt  \ 

r-alated  to   tlia  sozia   sort   of  thing,   basicelly   frcip.  tho   stni-l-.-:; 
of  v';oll3r;i.      There  v;a3   r.c  big   diZfGi:;inc3   in.   it. 
I-:U,    I-URFHY:      Q. 

(•:?h'2  docu:.-;int   abcv.^   rofc:.-;>3d 
to  v-'a"   nark.-,-^   ""hibi-^:  p.; 
iiT\.    M"jR'i'I:Y :      I    ' -'i-i    like   you    co  1:3    ~.\;a'C3 ;    if  yo-i   a 
not    ■k7.::':\d/ ,   of  -h;:^   T   h-^v^   •::irk2Q   lliilvjut   Q^   vJiich   ;".-    ^    ■..c:ct 

of   Gao.vgia,    o;;   th.;    ■-O'rv"::?7or.'';ing   ?.-''.covV:\t .    v/hich   errconeon;.""." 
or  not  d::a'./s    tlie    soiua    cr^r.clusion    thai:   I    ^acm   to  h^vz   drrv.-:;; 
nci.jly,-    iihac   tha    co;."rv':icpor.c3rit    ^,Gc:on:»t    is   net   .l.uroa   siiG^-.-rh , 
vnfi   ti^l-,;^,'j2    th'2re    is   aot.    Iv.i'g-    .'.•,-■•■  jh   nc;   to   s-:p_ro.vt   the   ;;-3rvi- 
-er-    !-.l;at  H-.nuf-cturors    is   rci-acxcring    to  'aSG. 

M?..    '^ji-IT'.!:       Coulcl  •;«;   cc'.i'-r.:2-it   oi.'.    thav.? 

Kri.  ?."".^;v:,r>:  'Jo  'j^-::  ^orfv- ::tly —  I  '/ant  to  m?k:2  ::"i;:3 
'■■'3  all  ?;;ic-,.'  the  c  .-.ir.ovcf..' i-r  •;  hliat  h-;''>i  >akj>'.i  plac":.  'C  t:'';e< 
•-r:    a;.d   Hr .    ".i.iua    ziilk-d    to   2ot  ;v   Jo   ''■.■Jiir?:    vc:"t:;r5-.v    cv^;.■_•/ 
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about   this   point,    services   randarsn,    several   other   things,    and 
she   also   —  you  might  menticn   this    to  har,    tal'-;   to   her — pointsc! 
out   the   analysis   only   rafisctad  scrr.a   of   tha    ssrvicas   that  vara 
costed  out  and  ran.'a2i-ed   to  >r3G   and  mcmy  other  servicas   -tliit  tha; 
rendered  ware   not    ccstad   o-^i    cr.   that   anal.ysis   sheet. 

In  discussions   of   corre3r:ond.3n.t   relaticnsiiip,    tlr.    Bi.l 
Green  had   talked  with   r-.:o   ccn^ultants    in  Atlanta   about   i:^:^'--; 
operational    aspect   of   its   Lani:. 

MR.    HEIMA'TH:      i;>:~-:ra  r.o ,   you  Sc^y  ma.nagair.ent   ccu'ivltfin 
soi.^ebody  was   thinking   about   hiring? 

MR.    FRASIiiR:      Pi/.incial      consultarits ,    cparational   ct;n 
sultants . 

Thay  liaa   s^.gga^ta-.   tc   "'r.    Lcinca   that    thay   do    a 
study   of    fchc   clanring   acco'-n^tj    that  N3G  raaintainad,    and   :1t. 
Lance   conmissioiied    that   study   to  ba  done. 

The   suggestion  was   '..b.an   the   study   rsturnad   that 
clearing   could   be   h.andlad   at    lasr    cost   to   tXSQ.   by   prcca^jsirtg   th.-:: 
through   a   local  bani; ,    CfrS. 

Mr.    X-ancn,    as    a   reailt   of    that,    suggested   that   taa 
c.icngo  be   irada    for   cl^^arin.j a    -jo    tha   b.-n;.;-:   claarings   "..-ars   h.;:lJ 
thrcugli   C'S    ratlier   tha.ii   diract    -:anJing    to   llHG's   correspcnc  cats 
in   other   cities. 

;ha    ale-ring-    -.-.era    hctrJlad   C?:S    -. 
rad    at   all    oT   :T2n's    corra  ;7;o:.d<,'n 
ij-';Cc...iira    '-.: '-\'  :  z-Z    no    lo:igcr   paying    £or 
clc->vanca   a.-:rvic2j. 


.^s    a   rcr'iic    or     ;.. 


c^r; 


y.;a , 
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53 

^  IIov;,    this    I   thir.k.    \if\CT:  you  talJ:   sboub   1:ha   reasons 

2  behind  thsoe  men'.os ,    the  KBS  otill  rsc^iivvsd  sar^/icas   frcn  I 

3  Manufacturers  Hanover.      Tha   only  thir.??  li.-uiuf ^'.cturers   Hsncvr 

■<  fchs   othsrs   do   not  do    ±3    clearing   accor-'>'-.s .      .^5   a  resu3.t,    tha 

balanoas   jiava   d-aclir.ed  v^ich   out-of-tc".:."i   corrasaondsrits 

i 
I 

6  MS.    H^IHriTTt':      /?^  ?!~v;2   tra;:;2:2  ;ill  of   the   clearing 

7  e.ccoun;;s   -:c;d  3<-"i  v/ill   find  th<;y  have   c'\-.v.oe-l,   CSS,   Fitrst  r:c::iGr..i;L 
0         Baiik  of  Chicago,    Ccntiner.tal,   Manuf .-.:; t ulnars ,   'lanovc-r   - 
9         have   a  cc-pleta   run. 

10  rin.    LAHCH:      You    jae  v.-hat  haa    '-.alcen  palcc    iri   t"i;.c   re- 

1 1  gQrd . 

12  1ha.c   i"    cur   lott-r   s/hich   I    'zzr/' t   en  .^."cnt   o:i. 

13  ••irx.  in2T::-.:7 

K  i^tl-    ir,.>C2:       -:o:-.    ■;.!_■   oot:!':,    it   .^lijo   —   1    'c'.xt^:'.   v 

.    .  .       ,        ,      ,       ■  .1 

J5  are  i.'sll    a'.-ara   :■!"•--' ■.-•.ctr  re;  ;:g  ■    Or.rilt      ^i-    '--crcia   has   nad    ::,r.  ear-i-vii 

16         problera. 
17 


':o   CO   ^varrv thing   tiisy   can   to   ahosre   up    c.'i'n:     v.^iiings    and   aa.T.1 


MR.    HEiMP^?'?!:      Heai-d    i-iraors . 

MPv.    LAnCS:      P.Sad   about   in  tl',-;   papars.      Thsy   ha"/^:    tr-5. 
I 

19 

^Q         vith  bad    icaas    th'^y  TK-.y    a::  'aa-;   not  ha'-e ,    in   tha   pre 

■J  J  ycAj   hava    tr.c   ta;;a    ciiat   .Lico   ■vcaaidcr.r -iou   c.a    to   that   acre    Df 

,2  lottar  baing    jfortp.oni.-iir.g 

23  MR.    MUT^PiIY:      f-r.    r-'.ith,   \;cuid    it   he    -q. 

Jor  yc.-a   to   nraparc    for    ac    -a   li.it   of    v..i  ■    Lij:!r-ic;^a    that   'ar:-'' 
caivad   fraai  M:i:iura..tuva;:-:    ra.-ov::r   io    j^ra  "2    can  I^a    aura 
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1  havsn't  inisoed   emy thing? 

2  MR.    SMixH:      Yes.      I  would   liV-3    to    st^ta    into    >'-i2   r-^coil-c": 

3  though,   \;ha-fc  my  sxariiinr-ticn  has   detarniined ,    tha   servicer;    that 

4  'rf'erG   being  rar.asred  duriv.g   ths   poricd  i-'.-r^diav^vly   follov.-ing   tJ 

5  iosn   to  iir.    Leincc .      Tiiay  TJi-a    tI-5   orir.r;i.-y   ccrrcspondGnt   for 
5  hoJidling  all  oZ  cur  cisariiigs.     Thc;y  '..-ara   ci.'.?tcciiari  of   cv. 
y  :iscurlti'3s  ,    both   tlia    truct  d2partrr3nt   rjid   tlxe   b::r.k's   ];-T-:r  Jifc:- io. 
fj  They  gava   u:^    in'."03ti.V2iit   cdv.-.ca   on  bor.d   purchases    2nd   nal-.:-. 
g  They   talkacl    to  us   anrl   r.cgotiated   ■rith   urj    ./ith   r2c:p'Sv.-:t    to 

,0  pa::ticip.-ticru3    in    loc.n3.      I    s.-  aou  sure    tact    o-iy    hc 

n 

.£  at  hcricl.   But  th2::-3  vsra  ::i:jTuir.tiC;:3  '.Jii-h  a  view  tc 

tions,  buying  .^xiid  sailing  ■:~c".=rnl  fi'.v's  jr.nd  thsi"  •..■.•.ri  i"..-:-.-/ 


pations  .occurrsd.   I  .vssn' t  ^bls  to  ajcsrt^'.in  th.at  in  ti.-?  ti.r.c 


13 
14 
15 
16 


m    r.rr.ining   or    o-jr   i;<2o^-).'.€;    ■.  ncl   tnzs    i.'.oj.v-s.--      our   p^cp^a    -jov.'.iiig 
frcn>.  ;-'3'.7  Vcrk   snd   their  pocplc   ccir.ir.g   to   Ati-ri'ita   end 


thoV   held   3c-inir.G--s    ir    c:i-jh    "■"d   a3Est  mriiago^r.^nt    in  /itlr.r.t:-.   and 
17  " 

in   ir;tern£?.tioiial   brinkirg   br;!jii;3j3 . 

'i'h'sy    also    coT.'luctsd   .';;jnin2"-s    in.   training   our   ptirpic    it 

ccr.uvjrcici 
20 

21     i 

,  ■■^■.    :l!'.l'nii      ;:av    I   s.c:j   oi^o   oth^r   tU^ng,    tri.2    oJ..;;^:  xi-g 

23  I   ''■'-'"■-■^"   ■'•■-■■'  -^^  ^-"-y 

I     brief   ?; tc.te;?.2:>t    o.:  -.;a,7.t    c.t'  /   i;lc;. 
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is   rafloci-.^d   in   ri';hibit  J   ar.d   ainilar   statsr.'.^snt:;    thr.t  ;;a  have 
front  nanufacturera   Maiiover  . 

MK.    SMaTH:      ?i~    far   aS    I   ;^nc-.-',    ys3. 

Ki;.    :cn:i?;:Y:      Th2   rjst  of   1:1:3   sai^vic; j!3,    thcucjh,   appar- 
ently  ara   acb.      And    5,t  i/culc   l:a  ricst  helpirvil    to  us    if  you.  vcu.l. 
preprire   r.i;   a   list      in  as  n-.u"'.!  c-atsil   as  ycu  could  r.:a';::   avaii- 
abia  to  i;"?. 

I'iC..    S::ir;!:      7.   c^::'t^i:ily  can.       I  r;i'7ht   add    tlie   return 
;h3   2i5riiiviistrccT::'3   Office   Ii^.';   ei:r^ainocI    into   fiat    r:-5   kar    cuc^ 
c   iict,   i;i7.t   I    '-[liii^t   2.  if.orc   Citailad    li^t  -will.  hp.    cbt^tincd    zor 
you   RnJ    I   will   do    it. 

provided. 

^^R.    SMI-rS:      YciS,    sir. 

H.n.    SEI^i'IIO:      lie   prGpo-red   thir^    in  -J'-'ly,    July   .?   '£   ?jc- 

I'lR.    SMJTK:      Ivoll ,   sincQ  thla    is   a  f'.md-:!?'.';,:!^.^!  parr,  oi' 
thin    iiiquiry,.    I   ".yi.li   u;.<"!.-;r uc-Jta   to  cet    a  nora    -J-'iiiil^C    list   of 
sorvico.-j . 

y.~,    ^■'jy^-;.:V:      -VVi.  t   V-omIJ    sa   -^^-ry      ;--l;-;:'.L, 
i'i\.    SArC\i:2i      Mi;o   c-ix   prf;,jr.rinj    i;'\V!    lisi,    "i.-liitajr   or 
r-Ot   tiic-;:;i    .•n.r.-:   .'.zry   ot"..-:;r    .■•.oi    paid    to  l-ii'l-    ri.'om   tiur-O'-^^r 


:D. 
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want   to   rcGclva   this.      >:s   hcpsd  \:q   could   today. 

It   ss£!r.3   to  rr.e   thare    is    sufficiaiit   shearing   of 

i   ' 

servicas  rsndarad  an-:i  value  rGCQivad  by  MEG  to  disabuse  your   j 

i   ■ 

mind   of   aiiy   idaa   of   ir.-.pr cnar  v.se   of  ".-^ns's   bcink    >:ur_dG .  ! 

i 
Thera    is   no  avif.anca   of   iiviprcpar   u^z   of   :i£3'G   bank       |        ' 

furrisiif  that  isn't  tha  cace,   thsrs   is  nothing  hare  to  cc~o'<.^i\' 

"  i         ' 

about.  j        j 

I 

MK.    HEIriA' Tr; :      VTith   tha    list   of   <;srviaas,    -;?£   :dli,    SJti^ 

attOiUpt   to   coijt   thCit   out,    X'c  v/ill  ba   vs-jcy  helpful.  [ 

MR-    i:'!F.?:-:v-.      J.   ■^-a't  \:zn.'t  you   to    7.ea"7G   '.-/ith    a  r.iirjtc'cM      i 
impuission   a."    to  evicanca.      I   thin?-:    jhare   is   evid.-,ac3.      Ihat       | 
is    the  K:>'7h-.nr.y —  1 

.:R.    sraTri:      :3ut   u^idor  yo^ir  rniin'^-i;  ,    i.:    I   ?:k-/   i^ry  thii,      i 
under  yo^r   ru".in'^3    r  ^c    :;re   ruiingj    of   --na   ■Ta:jtica   Lap.-.rt"  on.;, 
tliCiro   iiac    La   ba    a   L:hc>.i.i<j    of    a   ctatic    vioyiinLarc^t   hanriaq    ;vaia 
vrith   no   carv-ica;;    ranicrad   in  a;:c}K-uic,'a ,    .Tiid    there    is    :;;rtci!ily 
plaiicy   of   avidanca   of  carvicas   rar.dtjrad   to   NB3. 

'.no.   tr.ara    also  'rri'j   to  ba   ur.doi'  yocr   "rul"'.:;-"   -a  ■iJ'=.'rovi- 
sti-.ation   of   a   c;la-ar  d'^trir^nt   to  HoCi   and   I   don't    chiaJ-i    iii'.r^ra    i, 
•'ii:y   d-'lM^uc^a    at   all    of    any   dat:ci;-.-ant    to   ilEG    in    c;j?.y   of    ci-.-jfie    t:.-.  !'.s 


schioaa . 


frhii).     -h-y   ii-Wii    prafitad 


and   gainad   by    tr.a    va""  ■".■.■' Ti-jV.io   'vitr.  T-iajiV-f  •.•;;;;..  rars  . 

So   it    -.ro-ald   c'cc/.i    ;-.o  ma    it   is    cl_-ar    that    t'l'ara    i: 
"i-.o    ■Si\o::}  i-<;   of    i.".orc.:-.    -   •..•l;^    of   t'-'i..:l:    fiia.d:;    aiia    tha;:-';    :'.  j   'lo 
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67  j 

1  showing   th2.t    "disra  was   no   considsraticn    flowing   through   ■;:hc 

2  account   and   fchsre    is   no   shoving   tJicxt   this   wasn't    a  bona   fido        j 

3  businass    like   cornpatitive   irr.-.s'    lencjth    loein   -that  Bart  Lrr.ca  T-aep 

4  S   crji't  see  "hat  tliers  rsTr.cins   to  >i-3   considorcQ,   but-{- 

5  that    is   ir.y   point   of   viev/. 

g  Ma.    nEI'C?.!.:}:    it   is   iio::Gd.      It   is    Epprscir.t^d. 

7  KR.    f:URriIY:      ?jat{  right  I  call  i'cr.r  particular 

g  tion,    "iX .    L;i;uc3 ,    to    the   supplzir'.ejit   en   the   bai7.king   circular  ■'./hicn 

g  is    en   eKchnnae    of    le'tcerr;   hot'.vasn  Bill   C---p   cir-.d   J;-.-;'-:   Xchr.,    '.•'ho 

^Q  \7n3 ,    1   holieve,    chairr^-aii   of  'iTideliv.y   Bcunh   cirt   i:i   Chl.iC:c;.>.c  . 

<.  I   £;ay   that  b2ca.i^:2    it   di.-scusceL:}    acir.a   of    tria   hii-.^';/;   of 

J2  queivrion.'S    ere   hiVc;   bc:-";i    t'^-.hir.g    r.bovit    ■.-.hi.?   "orning. 

.„  fin.    r.Fih'CG:      I   u."./o  scjcn  tri;.'-.      'j  iia   cn -.  ■..h;;-:';   '.'=.   ^von 

..  tv.vfi    '^cT.-athii?.-..'    loss    i-.rrn  prrv.a   rct"i  r:"ii.jht   not    -jg    ir.   •/iol-.v.iori. 

In   face,    ha    said   scrc^thing   about   the   rncd   for   ovrner-jhir;'   cf  baah 
Id 


siocCpSc   forth  and  go  on. 


t5 

I-rui'Prr/:      Jis    it   sav3,    thoro    are    30;7.2    fairly   clca; 


a:-:a:.r;lcs    in  aach  dir-^otion,    soiua  v;o   v.'c^i.ld   find   nothing  'vr^ng 

-.    sciis   -,-a   v.-culd    thinh   v.'onld  J--;"or-v'o    to  bs    o  vo:;,:ca  :c£.      Jin. 
19  'I 

i 


21 


in   tha   r.i.i:'..';i2. 


n.  ni:^!?;nf:     r.;r.-?r-*i. 

?.3 

i'rt.    l.j^^VCK;       I     'CL'lt:    ho;-,.',    or- 

;^}  '    ■ 
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consideration   th3    ability   to  tallc  winh    thoee   pacpls,    sae   v!;«At 
th3y   say   in   responco    to  year  q'jjsstion.s,    vrhich   I    cun  sure    thay 
will   raspor.d  honestly.      That  -.;2   had   no   discussions    cifcout    an  'tiVt 
that  v/ould   b3   of  criminal   violacio".   cE   coT^poncating  balances    c.t 
"iiychiiig  elce. 

Tlisro   v/ac   nGV3r    any  iic:i'^icr^  n:ada   of    f:;.?.t.      5v.-.c3 
Broyqham  expscced,    I   sj.i  s'^c^  ^    ,-ncl  1    ail  sure    h-3   ■^•ould   scy    ^-h?.i   ■; 
Mr.    Sruith   has    alraacly   r;aid.-    chara  vcvJd   be    a  corrarspcnrHng    ra"; 
tionship,    that  was    the   cass,    fcha  ITational   HcvJlz   of   Gaovqia   n ..■;; 
racsivsd   services    in  relatioiiship   to    tiia    arr.o-aac   cv    j'la   baia.Tici. 
The   ar.ount    of   tha   balanca    is   not   ^icaif icantly   d.i'.Zczan'-   than 
'vhat  Katioaal   iai:J-:   of   G»!;rgia   carriad   at   Fir^t  Hational   City 
with    ralatio.-ii^hip    to   its    acrraapcnc'.nnt  acacant. 

So    1   t-';-a.v    ti:at   voa  -..'oul-J    -.:v=ri   go   :-:o    far    as    tc    say 
7iTiaiicial   G2r>.-,ral,    in  effect,   v/as   "atilizing   —   auil    I    aa:   si'.ra 
you   said   tl;.at   in  tirf.as   past  parhaas ,   but   that   ooviouGly   wis   v.a\: 
ti-c   c.-2£i-    bacansa    thsy  didn't   go   tiirough   this    anyx^/ay. 

2ut   faosa   relationships    ara   vary   ob'.icaa    thire.      The 
ralaticnahip   that   I   hr'^  -/ith   Manrfac aurora   Uaaovar  -.:,'.',    a   :  trai' 
for;.'-:rd   dirac;^  haaim^s   re'.aiiio'ii'hi^   ';ha"ra   X    ~.r:i.i    i    ai.i  TiJ  lia^f 
t3    t-Jca    tha    ria-;    if   you    ara   wiilia^    to   ta':a    th-*   xxz'.-.    \rl.:\->    re- 
■a;-.rd    to    t::a    cverall    aircnr.^a  >aiicaa    of   aaiag    a'ol-a    to   "..vcii-ij    •'\;r:ar- 
ahj.p   baah    ;;o  v'aoraia ,   ■;'rhi;;h    I  ';;:.a   "-'.tal-ly    ■;it/x';:t:d    '■.':■>.,    .=  r:-l 
T   war;   ■;:illi\vj    to    cake    tiiat    wort    cr    riak    ;^:?d    i    thovijat    I   ">.vc     a-'E 


■r-i 
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funds.      It   involved   that   sort  o£    ralri\;ion3hip . 

I  juGt  Gir?.ply  \;culd  hoj:a  t'aa'c  you  v;ould  s3cpior=?  tl'.cc' 
questions  with  the  folks  at  "anuf c.cturors  Hrincvar  and  -ihen  i.ic::-;. 
your  o-.^m  cIet:;r:ainatio:\.  ncJ:e  your  ■•incl  up  as  --.o  your  r2.T-;cr5si-- 
bility    in    this    Cii-c-i. 

Ag   I   say,    I    '-irXii-i  to    3aa    it   rcisolvod    rr.a    "C    ko.o-v    '.;-•  t*: 
you  do   too.      Vou   "-.rv-s   got   a  bl-j   job   ^nd   a    lot   of    .-.bj-ngs   -'-o   ^7c;t 
ftmi  ?.iai"  '>7iv.h.       X    '  nv.'=    g.~"i   ri   bi.~    job.       ;v.ic2   "   ■  '^/O-lld    lil-.G    to 
\;b   ablvj    to   c3  c   on  ■^•itl'i  vrr  r;'.gir.g   it   iiistr^aa   of   ::'3Sr.cr.c.i-ig    to 
r_2"v>'3pan:jr  cmesticrc;    <~_;'.'l   Sonata    ir-qiiiirios   c;~iC:   all   of   thr.t. 

i'-iid   I    rji-.   ccr,":i:orv.abla    in   the    fr.ct   thor?.   is   nothir.c; 
iinpvcr?.ir   i/i   that   r.2li\tic;~L.I^ijj.      !£   .;c.i3    cl-at  yoi  •iG\;i2r/'~.r;c     "hirl: 

'.'i-: .    C'^ii-:i.    arnir,   JC    oculd    lio?;:    to   :;L:s:33o    th::-    ;oi:.t    :'.\ 


reajcvi:; 


sjLD.ing   over  bach-.-;::rdc    to    rat   all  o^2    '-.r.-3    facbs 


or    £;i.i;u2.cioTi  i/nicr.    rac  jr 


is    th.;t   1'   aon. 't   thirJ;    'ihij    i.'i     •■■3   ] 

•and   iiiitiijr.ti.ng   olr-rumatancis    shoi'ld    cciT'e    out   aftarwavc'.^      b;:- 

c,:iu3Q   of    tli3   prcblii.T,   v5f   j'.vjc   the    j;ipo3urc2 ,    tiiis   aao    i?    the    p-, 

tc   got   tDvcrytr.ii  g    o.c    c.r;   ti:.;3  -.7ith    p.j  1   of    th.-?;    :3a-' ts    la    or-^ 
plicc:;    t':~o   ■:2:t   ''o,:J>    go    •■:hrcL.gb    a   3cri2s    of   rsT^latioi-^j  .    i.^:    y^ 


cor.  r 


nJ.c^o   rio.;-;-    Lc; 


-■.-l-Ti:      »-.r:r., 


o   bn-,'0;.;.-^   r:o-.ii:>tp.3.iig 


?.j    1 


98-440  O  -  77  -  pt.  2  -  45 
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substan-:iv3   nuJj-rer   of    i;ic-a:.ri2S .      This   o:Tfice   has    recpr-rrVe.i 
to   the   proEJS    and   evc;r].'bc£y  r^cra    cr   lass    tlie   srjn-s  \'ay.    ycu  hc.v: 
secn    i;hs    3tat?rr:2nt   I    rjr.   sure. 

MR.    SMITH:    Vac. 

MR.    •lEII'LM"-::      '72    ccntin'.',^    io   t--!:e    -c'lafc   pciiii    of 
vie:;. 

MR.    LAKCE;      ^ii'.d    I    -l-iin'-;   ycu  handled   that  v/3ll    in  th; 
regard. 

l-ly   ranpon.-,^   "irD   b^er.,    vhdn   I  -.7r»s    ar;'':etl,    I    diem' I:   th: 
it   r.p preprint 2    for  r.;r.    zo  r.z'zo   ^Jiy   ccrjRcnt   abcuc   it. 

MR.    ILEir'J^iiN;    I    i:;-:;;t"i3r   t'lin;:    ':h;:t   it    io    iLElpf--;;.    to   r 
i    think  ;ir.    L".nr:e    ;,'il2    :r;:,-s2  -'ith    '"  " 


21 


?.3 


was   triG    oulior  aay ;    on   A-arj 
MR.    J!\J';H:      Tni;: 

no    in   a.  rj-r.-:-: - 

fillip. 


SO^.CSLJ.V      l.-i.X'. 


.J'.-o'tS     O-i 


"'3     r.2.?      CO 


h   oth:;-   c.;i;l   !;-:    no 
'.-.'aq,    sc;ci-\].    ::sl-:\':j.- 


■li  :€.   nc'-.   l.:-.5 
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OFFICE  OF  THE  COMPTROLLER  OF  THE  CURRENCY 

New  York,  New  York 
Monday,  August  8,  19  77 

Investigatory  deposition  of  George  B.  Balamut,  taken 

at  the  offices  of  Robert  J.  McKeanj  Jr.,  350  Park  Avenue, 

Conference  Room,  20th  Floor,  New  Yorli,  New  York,  pursucint  to 

notice,  beginning  at  11:05  a.m.,  before  Joseph  D.  Rogers,  a 

notary  public  in  and  for  the  State  of  New  York,  when  were 

present  on  behalf  of  the  respective  parties: 

On  behalf  of  the  Deponent: 

GEORGE  B.  BALAMUT,  ESQ. , 

Simpson,  Thacher  i  Bartlett, 
350  Park  Avenue, 

New  York,  New  York  10022 

On  behalf  of  the  Comptroller  of  the  Currency: 

JOHN  HEIMANN, 

Comptroller  of  the  Currency 

ROBERT  B.  SERINO, 

Director,  Enforcement  and  Compliance  Division, 

Comptroller  of  the  Currency, 

Administrator  of  National  Banks, 

Washington,  D.  C.  20219 
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MR.  SERINO:   Would  you  state  your  neune  for  the 
record? 

MR.  BALAMUT:   George  B.  Balamut. 

MR.  SERINO:  Would  you  swear  the  witness,  please? 
Whereupon , 

GEORGE  B.  BALAMtT^ 
was  called  as  a  witness  and,  having  been  first  duly  sworn  by 
the  notary  public,  was  examined  cUid  testified  as  follows: 
EXAMINATIC»)  Oti    BEHALF  OF  COMPTROLLER  OF  THE  CURRENCY 
BY  MR.  SERINO: 
-  '  ■;  Q    Mr.  Balcunut,  how  are  you  employed? 

A    I  am  the  senior  partner,  Simpson,  Thacher  &  Bartlett 
in  charge  of  banking  problems. 

Q    Is  one  of  your  clients  the  Manufacturers  Hanover 
Company? 

A    Yes . 

Q    The  Comptroller's  office  is  presently  conducting  a 
special  investigation  into  certain  activities  occurring  at 
national  banks  which  we  believe  you  may  have  information  on, 
because  of  your  position  as  counsel  to  the  bank. 

I  draw  your  attention  to  a  memorandum,  dated  May  13, 
1975,  and  ask  you  when  the  first  time  is  that  you  have  seen 
that  memorandum? 

A    To  the  best  of  my  knowledge  and  recollection,  today. 
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4 

Q    Do  you  have  any  recollection  after  reading  that  memo 
randuin  otherwise  into  the  loan  transaction  made  by  the  Manufac 
turers  Hainover  Company  to  Mr.  Lance  in  the  spring  of  1975? 
A    No,  sir. 

Q    After  reading  that  memorandum,  do  you  have  any  recol 
lection  of  the  contents  of  that  memorandum  or  whether  or  not 
you  were  involved  in  any  discussion  concerning  that  loan? 

A    Yes. 

I  believe  I  was  asked  by  one  or  more  bank  officers, 
whether  individually  or  in  a  meeting,  as  to  whether  or  not  the 
fact  that  one  of  a  possible  purchases  in  an  interest  of  a 
national  bank  in  Georgia  was  related  to  a  person  who  had  some 
connection  with  the  Federal  Reserve  Bank  of  Georgia,  presented 
any  problem. 

Q    Did  you  have  any  other  discussion  concerning  that 
locin? 

A    1  would  tend  to  guess  that  probably  a  question  was 
asked  whether  this  was  a  regulated  loan  within  the  meaning  of 
Regulation  U. 

Q    Do  you  have  finy  recollection  of  any  of  the  terms  of 
the  loan? 

A    No,  sir. 

Q    Would  you,  sir,  check  your  records  to  determine  whetfj* 
or  not  you  have  any  information  concerning  that  loan  and,  if 
available,  supply  them  for  us? 
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A    Yes,  sir. 

MR.  SERINO:   Thank  you. 

(Whereupon,  at  11:12  a.m.,  the  taking  of  the  deposi- 
tion was  concluded.) 
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I,  Joseph  Rogers,  the  officsr  bs^ore  whom  the  fore- 
goiiit;  deposition  W3S  taken,  do  hereb/  certit'y  that  the  -witness 
whose  testimony  appears  in  the  foregoing  deposition  was  duly 
sworn  by   r.ie ;  that  the  cestimony  of  said  '.vitness  was  taken  by 
ne  stcnogrr.phically  and  thereafter  reduced  to  typewriting  under 
iiiy  direction;  that  said  deposition  is  a  true  record  of  the 
testimony  given  by  said  v/itness;  thalT*!  am  neither  counsel 
for,  related  to,  nor  employed  b/  aay  of  the  parties  to  the 
action  in  v/lTltn  this  deposition  vies    taken;  and,  further,  that 
I  am  not  a  relative  or  employee  of  any  attorney  or  cour.aol 
employed  by  the  parties  Jiereto,  nor  financially  or  otherwise 
interested  in  the  outcome  of  the  action. 


Kotcj^-.  Public  in  an^^for 
tlie  State  of  Nei^  York 


My  term  expires  March  'SQ ,    1979, 
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OFFICE  OF  THE  COMPTROLLER  OF  THE  CURRENCY 

^i^:i^V*-/'"/dI::^  ~i'rr'^7::cir^^^^  York/  New-Vork-"^  ""'■'  -j-.'"f{:' "': 

^si^v»«X-~-^ -■»~i-'*^  •^*-*^^^       irv-/^:;.,  Monday,  August-.S.-  1977  iw.~  ^ 

Investigatory  deposition  of  Robert  J.  McKean,  Jr., 

taken  at  the  offices  of  Robert  J.  McKean,  Jr.,  350  Park 

<Avenue,  :Ctonference/.Hooiii,  .2pth  rioorrJ^ew'^York,.^^ 

,. '  §ii49jt  ^  to.;  |>9  tJ:JSe*i|>^flA»PiM»9-.at!  i,10 ;  5  0^  a*  m  •  r'  be  f  pxe-i:  Jo  soph,."  D",  ^SC;  > 

Rogers ,  a  notary  public  in  eind  for  the  State  of  New  York ,  when 

were  present  on  behalf  of  the  respective  parties : 

On  behalf  otT.th*^  Deponent  f  rv:v.i"  ^  ~^' •■>- ,  '~,:^>  ,  ^-..^r.v^'■-"  ' 

-;■"  V  •   ..'GEORGE  8.  BALAMUT,  ESQ.  ,'"'^-^''^'''  -  "  '^  ^' •'♦  -"  .   .; 

■^"^^■'1^   Simpson  ,%ThacherS.Bari:lett,-^:ri^'^"^^^^^  - 

350  Park  Avenue, 
New  York,  New  York  10022 

^^^  :,,  ,0n  behalf_^^.^J:l>e,^Comptroller,of^  the  ^Currency:  ,  . 

"7'^/.^'^'^"' 'JOHN  HEIMANN^  '  '"  ':.""'''  '  "^''*^''-- '  }^''  ■••:<;^:i^7"-'  ^"■'-"  ' 
!^Ji^il.:^.^'-^'^--^.Comptrolle;r^.of  _the  ^Currency   "^ :."  „*,-7  .-  .^  C  ,v' .-.  .  . .  ,^. 

ROBERT'S.*  SERINO,  ~      •  ^- •  -  .  ._  . 

^•r'-  Director,  Enforcement  and  Compliance  Division, 
--.  Comptroller  of  the  Currency, 

Administrator  of  National  Banks, 

Washington,'  D.  C.  20219 


yr'-fOfVi-  afH^aVi 
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i 

PROCEEDINGS 


^    .    .    MR,    SESUMO.:..    Give  .your  nane,    please..^..'  .  •  -'^,-  ■■  ■^ . 

r:^--'>-^-''^'/-v-' '-■•-■-■' '^^^;.     •     ,• -•.        ■•-„;•   ••■•vr'-^Sff^: •'5'-!''^  •  •, 

V^iji^  >tj  MR. :-  McK  EAN  ffyudb^ictjii .  -  McKe an ,'  Jr  t,^'^,/^* .  '*  '/:^;>1*-.?' V 

MR.    SERINO:      How  are  you  employed,    Mr.    McKean? 

MR.    McK  EAN :      I   am  a  partner  of  Simpson,   Thacher  6 

Bar tl e tt .      ■ . .  ■  ■  .<  ?» -  /r Tr-»f j-:* ■  ;«.^ ;  ->rr^^--'rr;  •T -■•'^''•''^  r^i^:^''' "^ci-i; ^ r'/i;-'*:*' v^''*"^ 

•^'>>.^'i^^,5'f*?*MBi_^SERIN0>  t-  Will  you "syejijr  .the  witness ,/pleaBe7i. .:,... 

'•"''"   Whereupon',  ""  •.,^J''   ".';:  ,"'  .,"   -  '  .'z  "■•  ■• ':  .J-  ^^-^^-^    '''*^"'-^ 

RODERT  J.  McKEAN  ,  JR. 

^,was^called  as,  a,  witness^jand  j^^having,  ^l^^P.   ?i^st  -*^\?^y  sworn  ^by  .^ 

''  the.  notary  public  ♦'was  .'examined-,  and  tpa  ti  f  ied  "^^as  follows  :.-^'iAv* 

■^•'^^**'"^  ^^r^r examination' on' BEHAI^  OF  COMPTROLLER  OF  THE  CURRFNCY 

BY  MR.  SERINO: 
M^    -^ .  Q  ,•  .Mr.-iMcKean,  this  is  an  administrative  inquiry  being 
-'conducted  by  the  Office  of  the  Comptroller  , of  the  Currency., >' 
into  transactions  affecting  national  banks;  a  transaction 
occurred  relating  tO'  a. national  bcuik  concerning  a  loan  made  by 
the  Manufacturers  Hanover  Trust  Compauiy  to  Mr.  Lance  in  June 
of  1975. 

Do  you  have  any  recollection  of  that  transaction? 
A    No,  I  don't  have  any  recollection  of  the  transaction 
,,  ,  ..Q  .•».  .1  have  given  you ^a  document,  dated. May^l3,„1975,  pre 
pared  by  a  Mr.  Brough2un.f«'^*--^^^'V'^'^^-7??f ^^?-~-^ 

■  In  the  last  paragraph  of  that  letter,  it  indicates' 
that  the  entire  transaction  had  been  discussed  fully  with 
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Woodruff »  ^nkina,   I^lartvtt,  McK«;tn  aiv)  m,^c(>p. 

Voa,  Mr*  NcKttAn,  «r*  r«f*rr«d  to  in  th«t  paragraph? 

^  ^-WMirtN.^  -.*.    Having   rsvievvd  that  docuiwnt ,    do  vou  hax-*    any    recv>J  • 
Ittction  of  the   transActAw»n   at   this   time? 

-.-^.^^jf^^.W:^   Having  r*view«d  it#r.lt.  has  retr«shttd  ay  recollection 
"^^bout 'one- 8]^e<ii^ic. either  telephone  conversaticvn  or  conference 
that  I  had  vith  Kr.  »*oodruff.      1  aM  relatiN'ely  surp   ther*  was 
nobody  else  —  if  it  w«rs  a  confex^Kce,   X  an  pretty   sure  there 
^1  fiVw**  nobody  «!»« >ia'th«  xooik,  jos^tlMrtMip  of^  tt«*'^^Jt-h*dvto  do 
.     *^th*the  f«(>llowln9^^tiuestlon'>^5^lko'^MBmi^^«mz«"  mentioned  ^^^  he^*"^' 
f^        indicates.',   that  the   bank  vas   cont«s(»latincr   a    lo.^n    to   Si\me   p^rsofts 
for  .^e  purpose^  of  purchasing   t>.e  sto»dt  of  a  bank  in  Georgia. 
..^.^^.  .      . '>ac.said'thnti;oiM'of  ^tb*  psc^'tosed  purchasers 'Van.  a  ^"> 
K.  |;l«rcre  oontractor-in  C»orgia.      I  think  he  said  the  Atlanta   area 
''^    a  nsan  of  considerable  repute  and  getn«rally  well  tfaought^  of*  an^l 
s   c-vW-.  i»an  in  his   field. 

Ke   said  the  problem  is   that  his   bi-other  is,    1   think, 
on   the   Board,   or  >ead  of  the  I>%3eral  Reserve  Bank  of  Atlanta, 
end  does  that  civa  you  any  v»robl<NJi? 

Kv'   response  vas ,    no,   assuaing  th^t  your  loan   to   the 
:bMik,,i«  properly  .oftllaterelised,  tbat  you  ar<>  using  yqvr^norae: 
^cx«dit  evaluations  7^  ar-d  that  you  are   I  eliding  the  vay  you'vould 
to  anybody  else,    the    faot  that  he   is   relate^d   to   that  particular 
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individual    'l'j«fi    ri'(t    fflv    ffi"    nny    trouM". 

'I'hat.  w«a..th«  auffi.Urtal.  of  the  aonvmxumtUnt  a/id  th« 

■   .  •   ':>r^''^'/'.  ■  ■•^=^''*>'V'''  ■  •.■■■'•'•-..     •'     -    • 

.^ant   tir/Kt   Z   h«d:'«V«r'h««rd   about   it   until    I    r^ad   thin    tn«ui/,rnt,~ 

clurn. 

Mr.    f.nfifj^'B    ria/rue    wa?»    iifvr    fi'ritloriC'J    a/i'J,    on    n    rmt. t,^ 

of   fact,    individual  contractor's  u»um   or  hia   brot}i«r'n    r>»>^«A, 

•    •  .  -    f         -'■,'■•■■■  . 

or  tha  bank.in  Ccorgif.war*  iMvar  mantion«d.  / 

0         Did  you  hava  any  knowl«df;a  at  that  tS.mm  of  any  tmrtnn 
of  th«  p'lrticular  loan? 

^A,.       Hona,   axcayt  Utat^it  prpbajbly^WOtll<l,.jb«_|if9Uf«^  by  tJ)'i 
-  atock  of  tha  bank/^b«in9'>tJ.l«««t  jLa.part  bj^^^t^  ot'titm: 

bank  being  purchaaad  but,    ot^Mrvine,    no   tarwra , 

0  Could   you,    Mr.    M/^jf^-^n,    chtcy   yo»jr  6or.\jt<iit(ttft    t/j  ««?« 

..-if  you  have   any  docnixi»nts   conc«rnln(/  this   particular  tranaacti^i 
and  if  you  hav«,  \tcnilA_  yoU:Bak«  th«a,  #yall«bl«  feo.^tw/     ''' 
A  Abaolutaly."  «  .  ^.. 

""'  Could  wa  go  off  the  record   for   a   t-.iriiyt«V 

MR.     SKRIMO:       ?•;««.       Off    Uif.    ttf^jcC. 
(Diacuaaion   off   th*    record.) 
Mft.    CKRTHO:       All    right. 
I  Thank   you   •/•sry   rnjch,   Mr.    Kc:K«an- 

^ '     .(Whereuj^n ,  ,at,.  11  lOO  a.s. /. tb«^  tt^j-ttg  pi  fh»  <Ufpo»i.r 
'.  tion   vraa   concluded.) 
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1 ,   Jo3epli    Uo2"iSi    tha    ofl-icer    b-iforo   whom    ■'.Jic    fove- 
goinii    deposition  \;s.s    takon,    do   hereby   certify    tl;at    tlie   witness 
whose    testimony    appears    in    tho    foregoing   deposition  was    duly 
sivorn   by  me;    that   the    testimony   of  said  witness  was   taken  by 
ne   stervographically   and   thereafter   reduced   to   typewriting   under 
my   direction;    tiiat  said  deposition   is   a   true   record   of   the 
testimony   given   by   said  witness;    thct   I    am  neither  counsel 
for,    related   to,    nor  employed  by    any  of   the   parties    to    the 
action   in  which   this   deposition  v;as    taken;    c-nd,    furtlier,    that 
I   am  not   a  relative   or  cjiiployec    of  any   attorney   or  counsel 
employed   by    the   partie::   Iiereto,    nor  financially   or   otherwise 
interested   in   the   outcome   of   tliw   action. 


'.ote.r^^ublic   in    aii^;;:?a:or 
the   State   of  New  York 


My    term  cicpircs  March    30,    1979. 
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1  ji  OrFICE    OF   THE   COMPTROLLER   OI-    THE   CURI^.'iCY 

!i 

2  i  -    -    _• 

3  New   York,    New   York 

i  '  ■  _     I 

4  1  Monday,    August    8,    19  77  .; 

5  I  Investigatory    deposition    of   BETSY   JO   VIENER,    takeauT 

6  at    the    offices    of   Robert   J.    McKean,    Jr.,    350    Park  Avenue,    '  ;-?^ 

7  Conference    Room,    20th    Floor,    iN'ew   York,    New   York,    pursuant   to    ' 
notice,    beginning    at    11:15    a,ra,  ,    before    Joseph    Rogers,    a 

9       notary   public    in    and  for   the   State   of   New   York,    when  were 
present    on   behalf   of    the    respective   parties: 
On   behalf   of   the    Deponent: 


GEORGE    B.    BALAiMUT,    ESQ., 
(Simpson,   Thacher   5   Bartlett), 
350    Park  Avenue, 
New  York,    New   York      10022 

On   behalf   of    the    Comptroller  of    the    Currency: 

JOHN  HEIMANN, 

Comptroller  of  the  Currency 

ROBERT  B.  SERINO, 

Director,  Enforcement  and  Compliance  Division, 

Comptroller  of  the  Currency, 

Administrator  of  National  Banks, 

Washington,  D.  C.   20219 


1093 


2  I  •     EXAMINATIOM  BY  COUMSEL  FOR  THE 
WITNESS:  "^  COMPTROLLER  OF  THE  CURRENCY 

3  I 
Betsy  Jo  Viener 
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PROCELDI^NGS 
MR.    SHRINO:      Would  you   state   your  naiae    and   address. 


please? 


MS.  VILNHR 
MR.  SERINO 
MS.  VIEWER 


Betsy  Jo  Viener,   llorne  address? 

Yes, 

20    Ijeakman   Place,    New   York,    iNew   Yorlc. 


10022, 


MR.  SERI.NO:   The  Comptroller  of  the  Currency  is 
presently  conducting  a  special  investigation  into  certain 
activities  occurring  at  National  Banks  which  we  believe  you 
may  have  information  of,  because  of  your  present  position  here 
at  Manufacturers  Hanover, 

We  at  this  time  are  interested  particularly  in  trans 
actions  between  these  National  Banks  and  the  Manufacturers 
Hanover  Trust  Company. 

Facts  have  been  developed  which  indicate  possible 
unsafe,  unsound  banking  practices,  and  possible  violations  of 
both  civil  and  criiainal  laws. 

Although  you  are  appearing  here  pursuant  to  a  sub- 
poena, your  testimony  must  be  voluntary,  do  you  understand 
that? 

MS.  VIENER:   Yes. 

MR,  SERINO:   As  you  can  see,  a  transcript  is  being 
made  of  these  proceedings. 

I  would  like  to  advise  you  that  if  evidence  is 
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1  I      developed    indicating    violations    of   I-ederal    or   State    law,    the 

2  j     testimony    given    here    may   be   used   against  you    in    any    State    or 

3  ji     Federal    proceedings.       Do   you    understand    that? 
MS.    VILNliR:      Yes,    sir. 
MR.    SERINO:      You   may    refuse    to   answer   any   questi'ons> 

the    answer    to  which   you   believe    may    incriminate   you.      Uo  you.,;. 
understand    that?  .   ' /"'     - 

MS.    VIEN12R:      Yes,    sir. 

MR.  SERINO:   You  may  be  represented  by  counsel. 
Mr.  Balamut  is  here.   I  have  indicated  earlier  that  counsel 
for  the  bank  cannot  be  present,  however,  Mr.  Balamut  indicated 
that  he  is  your  counsel  at  this  time,  is  that  correct? 

MS.  VIIiNER:   Yes,  sir. 

MR.  SERINO:   You  understand  that  any  time  you  wish 
to  consult  with  counsel  you  may  speak  with  him,  do  you  under- 
stand that? 

MS.  VIENER:   Yes,  sir. 

MR.  SERINO:   If  at  any  time  you  feel  the  need  to 
consult  with  an  attorney,  or  wish  to  take  a  break,  you  may 
notify  me,  and  I  will  stop  the  proceeding,  and  you  can  leave,; 
do  you  understand  that?  ;.;  ■   -  , 

MS.  VIENER:   Yes,  sir. 

MR.  SERINO:   Understanding  the  foregoing,  do  you 
wish  to  proceed? 

MS.  VIENER:   Yes,  sir. 
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MR,    S13RIN0:      Will   you    swear    the   witness? 

Whereupon, 

BiiTSY    JO   VIENBR 
was    called   as    a   witness    and,    liavinj,   been    first   duly    sworn   by 
the   notary   public,   was    examined    and    testified    as    follows:-: 
EXAMINATION    BY    COUNSEL    FOR  THE    COMPTROLLER  ;' 

BY   MR,    SERINO:  '       -- 

Q  How    are   you   presently    employed? 

A  I    ara    a   Vice    President    in    the   Southern    District    of 

the   National    Division,    responsible    for   our  business    in    Georgia 
Alabama   and  Mississippi. 

Q  And  when   you   say   national    division,    what   do   you 

mean  by    that? 

A  Everything    that   our  bank    does    in    that    areaV  that 

includes    correspondent  bank    relationships,    and   corporate 
relationships. 

Q  How    long   have   you   held   that   position? 

A  I    have   been    in    the   national    division    for  about   seven 

years.      I   have  been   a  Vice   President   for   two   and   a  half  years, 
I   believe.  ;     '"■''■  '-. 

Q  In    that  position,   what    are   your    general    functions? 

A  To   oversee    the   existing    relationships    we    have,    to 

develop   new   business,    to   be    responsible    for    the    --    both    the 
credit    and   non-credit   services    vie   provide,    of    the    correspondent 
bank    and    for   our   corporate    customers. 
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1  j       Q  •    Do  your  duties  tie  the  correspondent  business  to 

2  loan    transactions? 

3  A  I    am  sorry? 
vj          Are   you    responsible,    botli    for    the    making   o£   loans       " 

5    [    to    individuals,    and    also    the    concern   with    the   correspondeilt\^.  ' 
5    I    business    of   banks?  '   'v'"^- 

7  A  My    responsibilities   would    include    any   business    that 

is    generated    in    the    three   States    that    I    .-nentioned.      So   both 
9        a  personal   nature    or   a   business    nature,    and   business    could  be 
other    banks,    or    industry. 

Q  Who    do   you    report    to? 

A  I    report    to   Mr.    Bruce    Brougham,    who    is    the   District 

Head   of    the    Southern    District. 

Q  What    type    of   committees    are   established    in    the   bank 

for  handling    the    credit   analysis    and   the   making   of  loans? 
A  May    I    ask    a  question   about   that? 

Q  Yes. 

MR.    BALAjMUT:      Let    me    go   off   the    record. 
MR.    SERINO:      You   can    clarify    it    on    the    record,    no 
problem. 

THE  WITNESS:      Can    I    go   off    the    record    to    ask   a 
question? 

MR.    SERIKO:      Yes. 

THE   WITNTSS:      Or    does    it    all    go    on    any   way? 

MR.    SERINO:      Off    the    record. 
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(Discussion   off    the    record.) 
MR.    SERINO:      On    the    record. 
BY   MR.    SERINO: 

Q  Are   you    aware    of    the    makinii    of    loans    in    this    bank? 

A  Yes  ,    I    ara. 

Q    How  are  loans  processed  in  Manufacturers  Hanover? 

A    A  request  would  come  into  the  bank,  it  would  be 
discussed,  reviewed,  received  by  --  if  it  is  within  my  ter- 
ritory --  well,  assume  right  now  one  in  the  State  of  Georgia, 
perhaps,  with  the  members  of  my  unit,  and  Bruce  Brougham. 
Depending  upon  the  dollar  amount  of  the  loan,  and  perhaps  the 
type  of  loan,  it  will  be  discussed  at  various  senior  levels. 

Our  Senior  Vice  President,  the  Executive  Vice 
President  of  the  National  Division,  and  general  loan  officers, 
who  are  the  Vice  Chairmen,  and  so  forth,  of  the  bank. 

As  I  said,  that  depends  on  the  dollar  level  of  the 
loan,  and  if  there  are  certain  unusual  circumstances  about  the 
loan,  that  would  make  it  a  policy  matter. 

Q    What  is  the  Honey  Committee  of  the  bank? 

A    The  Money  Committee  is  the  group  that  reviews  the 
pricing,  that  reviews  the  pricing  of  the  loan.   Once  credit 
approval  is  received,  according  to  the  basis  that  I  was  just 
mentioning,  the  various  authority  routes  for  credit  approval, 
for  the  amount  of  the  loan,  then  the  loan  has  to  be  presented 
to  our  Money  Committee,  which  --  off  the  record  --  how  did  I 
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1  j     start    the   beginning    of    the    sentence? 

2  I  (Tlie   pertinent   portion   of    the    record,    as    recorded, 

3  was    read   by    the    reporter.) 
TtiE  V/ITNliSS:      Which   reviews    loans    for  pricing,    in     .  . 

5  I     an    attempt    to   have    a   consistent    --    to   have    consistent  yriding: 

6  tliroughout    the   bank.  »  .,iS; 

7  It    is    not    a  credit    function    that    they    oversee,    but 
simply    the    review    from    the    standpoint   of   pricing. 

9  MR.    HEIMANN:      You    mentioned   before    that   certain 

offices    have   certain   authorities    for    lending   prior    to    going    on 
to    the   next  higher   authority.      Could   you   outline    for   us    what 
those    levels    of   authority    are? 

For   example,   what    amount   of   loan    could  you   grant 
without    going    to    a  higher   credit   committee,    and   how   does    it 
work  throughout    the   institution? 

THE  WITNESS:      I    could  not   give   you  just  straight- 
off-the-top   of   my   head    the    lending    limits    that  we    have. 

We  have    a   publislied    list   of    lending    authority    for 
Vice   President   with   credit    responsibility,    district  heads,, 
senior  vice    president,    and   so    forth.      Everything    that   we   do 
in   the  National   Division   is    of   a  size    that   requires   more    than 
one   person's    approval.      At    least    at   our   --    at   my    level. 

So    I    have    never   been    in    a   position   of  having    to    be 
strictly    familiar  with   what   my    limit    is.       There    is    nothing 
that    I   have    ever   been    associated   with    in    the    National    Division 
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that   would   be    allowable    by    myself. 

MR.    IIEIMANN:       In    other   words,    you  nevar  had    the 
authority    to    grant    the    loan    without    further    review,    at    least 
up    to    this    stage    in   your   career? 

THE   WITiN'ESS:      Tliat,    as    it   happens,    everything    id 
the   National    Division    is    done   by    group    review,    just   as    a    check 
and   balance    system,    everything    is    discussed  very   much   within 
a  unit,   within    the    District,    and   so    forth.      V.'e    do   review    the 
list  when    there    are   sizable    loans,    to   see   whether  we   need    a 
general    loan    officer,   or   just    the    Executive  Vice    President, 
or  whether    it    can   be    done  with   my    signature,    and   the    District 
Head's    signature,    something    like    that,    so   we    do    review    it   when 
we  put    loans    on,   but   I    can  guess    at    levels,    but    I    couldn't 
give    you    the   exact    levels    that    are   necessary    for   individual 
dollar   ajnounts, 

MR.  HEIMANN:   Thank  you. 
BY  MR.  SERINO: 

Q    You  say  the  function  of  the  money  committee  is  the 
pricing  of  the  loan,  is  that  correct? 

A    That  is  right.  '       .J 

Q    What  do  you  mean  by  pricing  of  the  loan?   'Vhat  would- 
the  committee  consider  in  the  pricing  of  a  loan? 

A    The  money  committee,  as  I  said,  receives  the  loan, 
or  has  the  presentation  of  the  loan,  after  credit  approval 
has  been  received.   They  would  review  the  interest  rate,  the 
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balance    arrangements,    if    any,    affiliated    relationships,    if 
relevant. 

MR.    SCRINO:      Why    don't  we   mark    this    document    as 
C   of   C   Number    1? 

(The    document    referred  to  was   marked 
for   identification   as    C  of  CExhibit 
No.    1.) 
BY   MR.    SERINO: 
Q  V/ould   you   identify    that   document? 

A  That   is    an   example    of   our  money    committee   sheet. 

Q  What    is    that  particular  document? 

A  This    is    the   money    committee   sheet   for   the  presenta- 

tion of    the   loan    to  Mr.    Bert   Lance  on  April    24,    1975. 

Q  Who   would  have   prepared    that   particular   sheet? 

A  I   prepared   this   sheet. 

Q  How    do   you   know  you  prepared    this    sheet? 

A  I    signed    it,    and    my   name    is    indicated   on    it. 

Q  Is    this    the    document    which    is    presented   to    the    money 

committee   so    they   may   decide   on  whether   or  not    to   authorize   a 
particular  extension  of  credit? 

A  Whether   they  would    approve   -- 

MR.    BALAHUT:      Can    I    go   off    the    record    a  ■ninute? 
MR.    SERINO:      Yes. 
(Discussion    off    the    record.) 
MR.    SBRINO:      Back    on    the    record. 
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BY   MR.    SERINO: 

Q  The    function    of    the    money    committee    is    to   --    correct 

me  if  I  am  wrong  --  but  is  to  assure  that  the  bank  uses  its 
dollars  and  obtains  the  best  return  on  its  dollars,  is  that 
correct?  *  ..J    ■; 

A  That    is    correct.  .'..;; 

Q  So    that    the   evaluation   of    a   particular   loan   by    the 

r.oney    committee   v;ould   depend   significantly   on    the    rate    of 
return   that  it   is    receiving,    is    that  correct,    that   the  bank 
is    receiving? 

A  Significantly,   was    that    the   word   you   used?        You 

said    it   depends    significantly    on    it? 

Q  Yes. 

A  Yes,    that   is    true. 

Q  Now,  when  you  have  discussions  among  your  group  in 
the  National  Division  concerning  loans,  do  you  prepare  memo- 
randum concerning  those  discussions? 

A    Yes,  we  do. 

Q  I    draw  your   attention    to    the    spring    of    1975,    and 

ask  you   if  you   recall    the    first   contact  you  had   concerning   a.  - 
loan  being  made   to  Mr.    13ert   Lance.      Do  you  have    any  recollecticin 
of    that    particular   loan,    and   when   you    first    became   aware    of 
it? 

A  I    was    out   of    the   bank  when   Mr.    Lance    originally 

came    in    to   discuss    the    loan.       I    imagine    I    was    on    a  business 


1103 


12 

trip,  I  am  quite  sure  that  I  was.   M/  first  knowledge  of  it 

2  :  was  upon  returning  from  the  trip,  and  being  updated  on  those 

3  ]  activities,  which  transpired  in  my  absence,  wliich  involved  my 
territory. 

J  MR.  SERINO:   I  show  you  a  document  which  we  will 

J  i  Miark  C  of  C  Number  2,  dated  April  16,  1975,  and  ask  you  if 
■J   I  you  can  identify  that  particular  document. 

(The  document  referred  to  was  marked 
for  identification  as  C  of  C  Exhibit 
No .  2 . ) 
THE  WITNESS:   Yes,  this  is  the  memo  that  was  written 
by  Toia  Cerwin,  discussing  the  original  visits  by  Mr.  Bert 
Lance,  and  Mr.  King  Cleveland. 
BY  MR.  SERINO: 
Q    What  docs  that  document" reflect  as  far  as  the  dates 
of  the  visits? 

A    The  visit  was  on  April  16,  1975. 
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Q     You  indicated  that  you  v/ers  out  of  town  at  the  time 

of  that  particular  visit? 

A     That  is  correct. 

Q     V.'ould  you  have  been  present  at  that  particular  meet- 
ing? "  • 

A     Yes,  I  v;ould  have  had  I  been  in  town. 

Q     V7hat  was  the  purpose  of  that  particular  meeting  on 
April  16,  1975? 

A    The  purpose  was  to  discuss  Mr.  Lance's  interest  in 
our  making  a  loan  to  him  in  the  range  of  $2,253  million  to 
$3.25  million  for  the  purpose  of  purchasing  up  to  approximatel;J' 
1BO,000  shares  of  the  National  Bank  of  Georgia. 

Q    VTho  would  be  present  at  those  meetings  from  the 
National  Division  as  a  normal  course  of  bank  business? 

A    As  a  matter  of  course,  if  a  customer  comes  in  to  dis 
cuss  a  loan  request,  the  District  head  would  be  present. 

Q     That  is  Mr.  Broughajn? 

A    That  is  Mr.  Brougham.   Tom  Gerwin  very  likely  would 
be  present.   He  is  functioning  as  Assistant  District  Head,  and 
was  at  this  time.   I  take  that  back.   Mr.  Gerwin  is  presently 
Assistant  District  Head.   At  the  time,  he  may  have  been  head  o^ 
the  Florida  Unit  v;hile  I  was  head  of  the  other  three  states 
that  I  mentioned. 

In  my  absence,  he  attended  the  meeting.   I  am  not 
really  sure  of  the  chronology  whether  or  not  I  was  Assistant 
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District  Head  at  that  time  or  just  since  I  was  absent  he 

intended  to  help  in  ny   place. 

Q  V/ho  was  the  Assistant  District  Head  at  that  tine? 

A    There  was  not.   It  is  a  new  development  in  the  systein 
and  1  an  not  sure  it  had  taken  place  by  that  date.   I  don't, 
believe  it  had. 

All  right.   So  if  there  is  an  Assistant  District  Heajj 
it  would  be  appropriate  for  that  person  to  be  present.   Then 
whatever  members  of  the  unit  that  is  responsible  for  the  state 
from  which  the  loan  would  be  coming. 

Q     You  were  not  present  at  that  particular  meeting,  how 
ever,  is  that  correct? 

A    That  is  right. 

Q     Do  you  have  any  independent  recollection  of  that 
meeting  of  April  16,  1975,  from  information  you  received  sub- 
sequent to  that  meeting? 

Have  you  reviewed  the  --  previous  to  this  meeting 
here  today,  the  April  16,  1975,  memorandum? 

A    Oh,  absolutely. 

Q     Can  you  relate  briefly  the  contents  c£  that  memo  and 
your  knowledge,  where  you  learned  the  information  concerning 
that  particular  meeting? 

A    Off  the  record  --  may  I  take  a  mom.ent  just  to  look  at 
it? 

Q     Yes,  please. 
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(Off  the  record.) 

MR.  SERINO:   Dack  on  the  record. 

BY  MR.  SKRINO: 
Q     Let  me  get  more  specific  on  the  particular  transac- 
tion. ■-'; 

In  paragraph  —  if  you  look  on  the  second  page,  the- 
third  paragraph  from  the  bottom,  there  is  a  statement  that  Mr. 
Brougham  explained  to  Mr.  Lance  our  policy  of  not  lending 
against  more  than  10  percent  of  the  bank  stock,  and  also  our 
policy  of  not  doing  acquisition  loans. 

Could  you  explain  for  us  what  that  policy  is,  the 
bank's  policy? 

MR.   HEINMANN:   Or  was. 

BY  MR.  SERINO: 
Q     Or  was  at  that  time. 

A    Well,  as  stated  here,  any  decision  on  our  bank's  par 
to  make  an  acquisition  loan  or  to  lend  against  more  than  10 
percent  of  the  bank  stock  is  what  we  consider  a  policy  loan 
which  means  it  has  to  be  approved  by  the  senior  lending  author 
ity  of  the  bank,  ..„  ^ 

MR.  HEINMANN :   Who  is  that  senior  lending  authority? 

THE  WITNESS:   In  April  1957,  it  was  Mr.  Woodruff, 
the  Vice  Chairman. 

BY  MR.  SERINO: 
Q     This  loan  qualified  for  his  approval  because  of  that 
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fact? 

A    Because  in  two  aspects  it  v/as  a  request  that  is  con- 
sidered a  policy  matter.   That  is  not  --  this  phrase  does  not 
state  nor  was  it  the  case  that  these  loans  were  never  loadac",-  i^ 
is  just  simply  that  it  is  not  our  policy,  which  means  it  has  1 
to  be  discussed  at  the  highest  lending  authority  level  at  tlie 
bank. 

Q    Okay. 

I  draw  your  attention  to  the  last  paragraph  on  that 
memoranduin.   If  you  would  read  that,  please. 

A    Yes. 

Q    Do  you  have  any  recollection  of  discussing  the  cor- 
respondent business  of  National  Bank  of  Georgia  with  Mr. 
Brougham  or  Mr.  Gerwin  subsequent  to  April  16,  1975? 

A    Discussing  in  what  way? 

Q    Discussing  the  possibility  of  obtaining  the  business 
of  National  Bank  of  Georgia  from  City  Bank. 

A     Yes,  I  do. 

Q    What  was  the  nature  of  your  discussions? 

A    Because  Mr.  Lance  had  joined  National  Bank  of  Georgia 
and  had  been  a  friend  of  ours  for  years  through  our  relationship 
with  Calhoun  First  National  Bank  in  Calhoun,  Georgia,  we  lookec, 
forv.'ard  to  the  possibility  of  redeveloping  a  relationship  with 
National  Bank  of  Georgia.   It  had  been  on  our  books  for  a  few 
years  and  had  been  a  relatively  small  account,  had  eventually 
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1  closed  in  1973. 

2  But  with  Mr.  Lance  joining  the  bank,  v/e  hoped  that 

3  we  would  be  able  to  develop  an  onqoina  corresDondent  relation- 
I 

4  ship  v/ith  that  bank,  and  we   V7ere  very  excited  at  the  time  of  . 

5  the  prospects  of  having  an  opporti.mity  to  do  business  with. 

6  then.  :  .';.''-■; 

7  MR.  BALAMUT:   Excuse  me. 

8  Don't  you  want  to   identify   the  bank? 

9  THE  WITNESS:      With   the  National   Bank  of  Georgia. 

10  BY   MR.    SERINO: 

11  Q    Following  the  meeting  of  April  16,  1975,  did  you  havfe 
further  discussions  with  Mr.  Brougham  or  anyone  else  concernin j 
the  making  of  that  particular  loan,  and  I  will  show  you  two 
documents,  one  that  I  showed  you  earlier,  which  is  marked 
CC  No.  1,  and  I  will  mark  —  which  is  dated  April  24,  1975,  an^ 
I  will  also  show  you  a  document  which  I  will  identify  as  CC  No 
3,  which  is  a  memorandum,  also  dated  April  24,  1975,  and  ask 
you  if  you  are  familiar  with  both  those  documents. 

(The  document  referred  to  was 
marked  for  identification  as     '■: 
Exhibit  No.  CC  3.)  '  '  "^t 

THE  WITNESS:   Yes,  I  am. 
BY  MR.  SERINO: 
Q     Would  you  tell  ir.e ,  please,  v/hich  document  came  first 
CC  No.  1  or  CC   No.  3? 
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A     CC  No.  1,  our  loan  Committee  presentation  preceded 
CC  no.  3,  which  is  —  I  assume  the  next  question  is  going  to 
j   be  \7hat  was  CC  No.  3?   Shall  I  continue  to  tell  you? 

0     Yes. 

A  A  rnemorandum  documenting  the  presentation  to  the  Iioak 
Corranittee  as  well  as  —  and  more  specifically  why  it  weis.  ere— ."^ 
ated  was  to  indicate  certain  considerations  that  had  been  dis- 
cussed with  Mr.  Lance  that  were  necessary  for  our  making  -- 
our  agreeing  to  make  the  loan,  although  the  —  had  been 
approved  by  the  Money  Committee,  it  was  Bruce  Brougham  commun- 
icated to  Mr.  Lance  that  there  v/ere  other  considerations  that 
had  to  be  complied  v/ith  before  the  lOcin  would  be  made,  and  Mr. 
Lance  fully  accepted  and  agreed  to  comply  with  those  considera- 
tions. 

Q    Who  was  on  the  Money  Committee  on  or  about  April  24, 
1975? 

A    The  Money  Committee  is  made  up  of  the  senior  lending 
officers  of  the  bank.   I  cannot  tell  you  exactly  who  was 
present  at  that  meeting.   They  are  not  all  present  every  day. 
It  is  a  daily  meeting. 

Q    I  would  like  to  find  out.   Is  there  some  way  you  can 

find  out? 

A     Yes,  I  can  certainly  find  out. 

0    When  we  are  through  here  today,  would  you  find  out 
and  come  back  and  let  me  know  who  they  were? 
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i    A     I  would  be  happy  to. 

0     You  indicated  earlier  that  you  had  prepared  this 
interoffice  letter,  dated  7\pril  24,  1975,  is  that  correct? 
A    That  is  correct. 

Q     V7hers  did  you  get  the  information  to  insert  in  that 
particular  memorandum? 

MR.  HEINKANN  :   Which  memorandum? 
MR.  SERINO:   CC  1,  the  interoffice  letter. 
THE  WITNESS:   From  discussions  with  Bruce  Brougham 
and  I  imagine  Tom  Gerwin,  who  had  been  present  at  the  meeting, 
and  our  assessment  of  the  overall  situation. 
BY  MR.  SERINO: 
Q    This  document,  is  it  correct,  was  put  together  after 
the  credit  approval  was  given  on  the  particular  loan,  is  that 
correct? 

A    That  is  correct. 

Q  Was  this  information  —  excuse  me,  go  ahead. 

A    I  might  add  that  in  this  particular  case,  since  credit 
approval  had  been  received  by  the  senior  lending  officer  of  th«! 
bank,  because  of  the  policy  nature  of  the  loan,  the  presenta- 
tion to  the  Money  Committee  was  routine  but  not  necessary  for 
approval  of  the  loan. 

Once  approval  is  received  by  the  Senior  Credit  Offic4r 
of  the  bank,  it  is  just  a  normality  to  have  the  presentation 
of  the  Money  Committee. 
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MR.  HEINtlANN  :   I  would  like  to  try  to  understand  tha 
BY  MR.  HEINMMIN  : 
Q     The  procass  would  be  that  the  Credit  Conunittee  would 
approve  the  loan?  ,   y.-. 

A     That  is  right.  '  '  ";_('i 

Q    Then  it  goes  to  the  Honey  Committee  for  the-  reasonaj^ 
outlined  before,  in  a  sense  an  allocation  of  capital  as*  to' 
whether  or  not,  at  that  particular  moment,  the  —  in  the  bank'^ 
lending  practices,  whether  or  not  the  money  bauik  chose  to  lend 
that  money  to  the  recipient  at  the  return  indicated,  if  you 
will,  in  the  document  which  is  presented  to  the  Money  Committed 
for  their  approval. 

Is  that  more  or  less  the  way  it  works? 
A    That  is  how  it  works,  and  it  is  not  more  or  less. 

In  most  cases,  that  is  absolutely  how  it  works.   In 
a  case  where  a  loan  requires  approval  by  the  senior  lending 
authority  of  the  bank,  that  also  carries  with  it  the  approval 
of  pricing  allocation  and  so  forth. 

Q    Let  me  say  it  a  different  way. 

That  if  it  required  the  approval  of  the  senior  lend- 
ing official  of  the  bank,  that  approval  would  be  given  prior  ti 
its  going  to  the  Money  Committee? 
A     That  is  correct. 

Q    So  they  knew  it  wasn't  an  academic  exercise.   First, 
you  would  have  the  approval  of  the  Senior  Lending  Officer  to 


1112 


21     ; 

go  td  the  Money  Committea,  and  since  they  have  the  approval,   i 
they  make  the  allocation  judgment  rather  than  the  credit  or 
policy  judgment,  is  that  it? 

I  am  not  trying  to  put  v;ords  in  your  mouth.   I  am, 
just  trying  to  understand  what  would  happen.  V'   . 

A    The  normal  pattern  is  for  a  loan  to  receive  credit' 
approval,  and  then  to  be  presented  to  the  Money  Committee  for 
allocation  approval.   Both  separate  activities,  approval  of 
both  necessary  to  commit  to  the  loan. 

In  a  case  where  a  loan  requires  credit  approval  of 
the  senior  lending  authority  of  the  bank,  that  carries  with  it 
the  overall  approval,  both  on  a  credit  and  allocation  basis. 

So  siibsequent  presentation  at  the  Money  Committee  is 
in  that  case,  a  formality. 

MR.  HEINMANN :   Off  the  record  for  a  second. 

(Discussion  off  the  record.) 

MR.  SERINO:   Let  us  go  back  on  the  record. 

BY  MR.  SERINO: 
Q    Would  you  explain  for  the  record  specifically  how, 
one,  the  credit  approval  was  obtained  for  this  particular  loan 
and  from  whom? 

A     After  the  loan  request  on  April  16,  between  then  and. 
April  24,  the  loan  was  discussed  with  James  Magee ,  who  is  a 
Vice  President  in  our  Corporate  Finance  Group  with  responsibil- 
ity for  bank  holding  companies  and  banks,  banks  and  bauik  holdir 
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companies,  as  a  staff  group,  to  advise  us  in  the  lending  to 
and  maintenance  of  our  bank  and  banking  holding  company  rela- 
tionships, in  an  effort  to  determine  the  value  of  the  collaterlal 
that  we  would  be  receiving  against  the  requested  loan. 


I  don't  reroember  exactly,  but  I  imagine  that  was 
done  prior  to  any  further  discussion  with  any  senior-'officersv' 
It  was  discussed  with  Mr.  Llewellyn  Jenkins,  who  is  Executive 
Vice  President  of  the  National  Division,  and  discussed  with 
Mr.  Charles  Woodruff,  Vice  Chairman,  all  in  accordance  with 
normal  procedure  for  any  loan  except  for  the  inclusion  of  Mr. 
Woodruff,  which  was  because  of  the  policy  nature  of  the  loan, 
as  I  mentioned. 
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I 

Q  When  prsseuting    them    the    iacts,    did   you   disclose    to    \ 

them    all    of    the    facts    which    are    reflected    in    C    of   C    Number    1,     i 
exhibit    dated   April    24,    1975,    the    inter-office    letter? 

MR,    BALiVMUT:      Off    the    record. 

(Discussion   off    the    record.)  •  "  " 

MK.    SERINU:       Back    on    the    record.  -^      ..  .- 

BY   MR.    SERINO: 
Q  Le.t   me    try    to   make   ray   questions    a   little   more 

succinctly . 

'Who  presented    the    loan   to    the    individuals   you    just 
Eientioned;    Mr.    Magee ,   Mr.    Jenkins    and  Mr.    Woodruff,    for   their 
consideration? 
A  Okay. 

As    far   as    Mr.    Magee    is    concerned,    the    loan  was    not 
presented    to   hini.      He   v;as    asked   to    review    the   National    Bank 
of  Georgia,    and   as    a  matter  of   fact,    the    Calhoun    First   National 
Bank,    because   we    anticipated   receiving   some    stuff    from    them 
as   well.      But    specifically,    the   National    Bank    of  Georgia, 
since    --    if   we   were    to   make    the    loan,    the    stock   received 
would   be   by   Mr.    Lance,    in   the   purchase    of    the    bank,    would  be 
given    to   us    as   collateral    for   the    loan. 

Mr.    Magee   was    not    involved   on    any    basis,    but   deter- 
mining whether    the   value   of    the    stock   was    as    we   were    told    it 
would   be,    and   whether    it  would   be    satisfactory    collateral    for 
us    for    this    particular   loan. 
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Regarding    the    presentation   to   Mr.    Jenkins    and   Mr. 
Woodruff,    the    request  was  "discussed   --    wait    a   minute. 

Your   question   was    who  presented    it    to    them? 
Q  Who   presented    it,    and  what  was    presented   to    them. 

A  Bruce    Brougham  certainly   presented    it.      Thera  was   '  .r 

more    than    --    you   know,    one    discussion,    at    least  with   Mr.  •".■-' 
Woodruff.       I    can't   recall    about   Mr.    Jenkins,       I    am  not   sure 
whether   I   was    present.      I    may   have   been   present    at  one   or 
another.      Tom   Cerwin   may   have  been   present   at    the   initial    one. 

Once    I    returned,    he    stepped  back   into  his    actual, 
responsibilities,    and    I    stepped    in.       I    can't   be   sure   whether 
on   some    occasions    Bruce   was    alone,    or   wliether    I    was    present 
every    time. 

The    reason    there   would  be   more    than    one   is    sometimes 
questions   would  be    raised,    and  we  would   have    to    go   get    certain 
information   and  come  back.      It   is    a   relatively    informal    pro- 
cess. 

Q  V/hen    the    information  was    presented    to    thera,    was    that 

information   as    reflected  on   the    inter-office    letter  of 
April    24,    1975,    presented    to    them?  '  - '       ,.".,..,■ 

MR.    HEIMAiNiN:      You    mean    the    memo    that  went    to    the 
Money   Committee? 

BY  MR.    SERINO: 
Q  The   memo   that   went    to    the   Money    Committee. 

A  No,    sir.      The    fact   of   the    loan    itself,    the    money 
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that   was    being    requested,    the   purpose    for   wliich    it  was    beiny       | 
requested,    the    collateral    that  would   support    it,    the    discussiori 
of  who   Mr.    Lance   was,    how   he   was    known    to    us,    our   relationship 
with   Calhoun    First   National    Bank,    where   he   had   been   President 
for   many   years,    tliese   were    the   subjects    tliat  were    discussed. 

Q  Okay.  V  "^    i-V^ 

I    draw  your    attention    to    the    inter-office   letter 
dated  April    24,    1975,    captioned   "The   Money    Committee   Meeting." 

IVould   they   have   discussed  with   the   --on   the    credit 
evaluation,    the    rates    of   the    loan    that  was    going    to  be    given 
to   Mr.    Lance? 

A  Right,    and   the    rate    --    I    an   sorry. 

Q  Would    they    also   discuss    the   spread   that   they  would 

be   obtaining    on    that   particular    loan? 

A  Absolutely   not. 

Q  Would   they   discuss   with   the  Credit  Committee   the 

balances    that  would  be    maintained? 

A  When  you   say   Credit  Committee,   you  mean   the   indi- 

vidual  discussions  with  Mr.    Jenkins   or  Mr.    Woodruff? 

Q  That   is    correct. 

A  When   you  say   would    they,    do  you  mean    in   this   partic-r' 

ular    instance?  .    -.  :•' 

Q  In    this   particular    instance,    did    they? 

A  There   was    no    discussion   of   actual    balances    in    any 

meeting    concerning    the    presentation  of    this    loan,    because    there 
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liad  been  no  discussion  as  far  as  I  was  ever  informed,  or  in 
my  subsequent  association  with  him,  on  balances. 

We  did,  I  feel  sure,  sliow  our  enthusiasm  about  tlie 
possibility  of  gaining  relationship  with  National  Bank  of  '_■  "r-r 
Georgia,  because  of  the  fact  that  Mr.  Lance  was  now  at;  the 
helm  of  it,  and  because  of  our  long  association  ivith  him. /■*:?£. 
But  as  for  discussing  actual  balances,  certainly  in  response  " 
to  the  loan,  there  was  no  discussion. 

I  honestly  don't  even  recall  whether  we  got  into 
that  at  all,  but  if  and  when  we  did,  it  was  in  the  context 
of  the  fact  that  National  Bank  of  Georgia  was  a  regional  bank, 
was  going  to  be  growing  along  with  other  Georgia  banks  in  the 
holding  company  environment. 

We  had  close  relationships  with  the  other  Atlanta 
banks,  and  were  excited  about  the  prospects  of  having  an 
opportunity  to  once  again  have  National  Bank  of  Georgia  on 
our  books. 

Q    Okay. 

I   would   like    to    take  you  through    this    inter-office 
letter,    if  I   may. 

A  Sure .  '       '- 1 

Q    You  prepared  this  memorandum  as  a  memorandum  to  Mr. 
Brougham,  concerning  his  expected  presentation  to  the  Money 
Committee,  is  that  correct? 

A    That  is  correct. 
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i^  .Now,    you    indicated   earlier    that    the    function   of    the 

Money    Committee   was    essentially    apprising   of   the    loan    to    deter- 
mine  whether    or   not    the    bank's    funds    could   be    expended   nost 
profitably    through    this    particular    transaction,    is    that 
correct?  "      ;   '    .'[  • 

A  That    is    correct.  -      :       .  "., 

Q  So   that   in  presenting    the   :natter   to    the   Money   Com- 

inittee,    they   would   be    interested    in   things    such   as    rates,    and 
what    return   the  bank  was   going   to   receive,    is    that  correct? 

A  That    is    correct. 

Q  Where   did   you   get    the    information    to   put   on    this 

inter-office    letter? 

A  From   --    from   Bruce    Brougham,    Tom   Gerwin,    or   from  his 

memo,    and   our   Southern   District    assessment   of    the   overall 
situation,    and  what  we   anticipated  our   future    to  be,    or  hoped 
our   future  would  be. 

Q  Who   set   the   rates    for   this   particular   loan   that  was 

going   to  be  presented   to    the  Honey   Committee,    as    set    forth    in 
your  April    24,    1975  raeraorandum? 

A  I   don't  know  where    the   rate  was    --    who   the   first.    ;  j! 

person  was    to  suggest    the   rate,  but  Mr.    Woodruff   approved   it,. 
I    don't   know   whether  he    said,    all    right,    the    loan   sounds    fine,^ 
how    about    a   rate   of   such    and   such,    or  whether   Bruce   presented 
it    to    him   at    that    rate. 

Q    Would  that  rate  -- 
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A    Plus  one-half  for  years  one  and  two,  and  prime  plus 
one  for  years  three, 

Q    Would  that  rate  have  been  discussed  with  the  borrower 
prior  to  the  discussion  by  the  borrower?  ;,  - 

MR.  BALAMUT:   Do  you  know  this  to  your  own  knowledge 
THE  WITNESS:   Was  there  any  mention  of  the  rate  i»;  • 
that  first  memo  by  Mr.  Gerwin? 

MR.  HEIMANN:   Is  that  the  April  16th? 
THE  WITNESS:   April  16.   This  is  the  only  memo  prior 
to  the  money  presentation. 

MR.  HEI^iANN:   The  C  of  C  3  is  after  the  meeting. 
THE  WITNESS:   That  is  right.    I  honestly  don't 
know. 

BY  MR.  SERINO: 
Q    You  indicate  on  that  memorandum,  balances  of  20 
percent  of  the  facility. 
A    Yes.    . 

Q    Where  did  that  figure,  and  statement,  come  from? 
A    From  our  assessment  of  the  overall  situation.   We  '. 
felt  that  with  Mr.  Lance  at  the  National  Bank  of  Georgia,  we 
had  an  excellent  opportunity  of  once  again  developing  business 
with  that  bank.   We  looked  at  the  bank  as  a  regional  bank,  we 
were  familiar  with  similar  organizations  in  the  State  of 
Georgia,  and  specifically  in  the  City  of  Atlanta,  and  we  felt 
that  doing  business  with  that  bank,  offering  similar  servicing. 
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that  vje  offered  to  those  other  banks  that  is  mentioned,  other 
types  o£  banks  that  I  mentioned,  vve  ::iight  anticipate  a 
relationship  that  could  go  as  hi<;h  as  $1  million.   We  knew 
they  needed  that  kind  of  account  relationship  somewhere. 

Having  always  worked  very  well  with  Mr.  Lance,  and 
knowing  that  we  were  closer  to  him  through  our  relationship  '"'^^■'- 
than  any  other  bank  in  Mew  York,  we  saw  no  reason  why  We  wdiilcU 
not  be  in  a  good  competitive  position  to  receive  that  business 

The  Money  Committee  sheet  form  has  a  place  for 
balances,  having  assessed  the  overall  possibilities  of  the 
relationship,  we  could  have  put  zero  there,  and  had  a  foot- 
note. 

In  retrospect,  it  seems  it  would  have  made  consider- 
ably more  sense,  but  for  the  purposes  of  this  presentation, 
knowing  that  it  was  rather  a  formality,  having  already  receivec: 
the  credit  approval  from  the  Senior  Lending  Officer,  and 
since  20  percent  is  a  traditional  compensating  balance  received 
for  a  loan,  we  plugged  in,  we  --  I  plugged  in  20  percent, 
thinking  of  an  overall  relationship  that  we  hoped  to  have 
one  day,  not  discussed,  but  we  couldn't  think  of  any  -.reason- 
why  we  wouldn't  get  it. 

It  was  quite  innocent,  perhaps  to  even  think  that 
we  would  have  no  reason  not  to  get  it,  but  we  were  fully 
competitive,  and  could  get  the  services  that  we  needed,  and 
we  loaned  Mr.  --  for  15  or  20  years,  Mr.  Lance. 
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Actually,    if    this    were    an    accurate   presentation   of 
wliat   we    really    thought,    yo-u   know  we  would   have   put   a   different 
percentage,    a  much  higher  percentage,    because    it   had   nothing 
to   do   with    the    loan.       It  was    simply    reflective    of  what  we         - 
hoped   to  have   of   a  --    in   a  National   Bank  of   Georgia  account:      "^ 
relationship.  :    : 

The    20   percent  merely   reflected   the   custoraaxy    figure 
that   is   used   as   a   correspondent  bank,    I   mean   as    a  correspondinj; 
balance.      So    that  was    put   in. 

Q  Well,   you  say    a   20   percent  balance    is    a  nominal 

compensating   balance. 

Isn't  it  a  fact  that  when  you  say  a  nominal  compen- 
sating balance,  it  is  nornal  that  the  borrower  himself  put  up 
the   balance? 

A  Absolutely,    but   in  this   case  we   --    it   is  difficult 

to  explain,    because    it   absolutely  wasn't    a  reflection  of  what 
we   felt  was    a   compensating  balance    for   this    specific  loan. 

MR.    BALAMUT:      Excuse    me,    Betsy   Jo,    when  you  keep 
referring   to    this    loan,    it   is    going   to  be   easier   for  these 
gentlemen   to  understand  what  you  are  saying  when  you  talk         ' 
about    it.    Lance's    loan.      You    can   say    anything   you  want,    but 
it    is    a    little    inartistic   kind  of    testimony   here.      Twenty 
percent  of   the    loan. 

I    think  you   are    trying    to  explain   it,    but   I    think 
Mr.    Serino    is    asking   you    the   now   more    specific   question,    and 
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I  think  if  you   want  to  repeat  the  question,  Bob,  so  that 
Betsy  Jo  can  get  the  flavor  of  it. 
BY  MR.  SERIiNO: 
Q    Well,  the  question  was,  when  you  speak  of  20  percent 
compensating  balance  loans  as  nominal,  are  you  speaking  aB out' 

individuals  who  are  borrowing  money,  and  placing  their  own-  ^;''' 

r-.y  i  '.■.^' 
funds  as  compensating  balances?  ■        ' 

A  When  we  speak  --  or  when  I  speak  of  a  compensating 
balance,  if  I  were  to  speak  of  a  compensating  balance  for  an 
individual,  I  would  be  speaking  of  it  as  compensation  of  his 
own,  through  his  own  account,  or  whatever. 

Q    That  is  not  what  we  are  speaking  of  here,  though,  is 
it? 

A    That  is  not  what  we  are  speaking  of  here.   It  is 
very  hard  to  --  to  really  express  how  very  arbitrary  this 
particular  percentage  was  at  this  time. 

The  reason  I  said  that  20  percent  is  normal,  and 
therefore  plugged  in,  we  really  felt,  and  as  documented  in  -- 
once  or  twice,  in  the  accompanying  memos,  or  the  related 
memos,  that  we  hoped  to  have  a  relationship  from  the- National"' 
Bank  of  Georgia  now  that  Mr.  Lance  was  there,  of  possibly  up  ^ 
to  $1  million,  or  some  figure  sucli  as  that,  based  on  our      ■ 
judgment  of  regional  bank  needs  from  a  corresponding  bank  in 
New  York. 

In  an  effort  to  comply  with  the  form,  which  was,  as 
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I    said,    strictly    a    formality,    and    after   the   approval   had    already 
been   given,    based   on    the    fact   of  Mr.    Lance's    request,    which 
were    the    amount    of   the    loan,    the    terra  of    the    loan,    the  purpose 
of    the    loan,    and   the    repayment   method,    the   rate    of  prime  plus  ,, 
one-half   for   two  years,    and  prime  plus    one   for   the  third  y&ar., 


We    filled    in    this    blank  wi  tJi    -- 

Q  You    say  we.      Who   do  you   refer    to    as   we? 

A  I    actually    filled   it    in.      The    reason    I    say   we,    is 

having  not  been  present  at  the  original  request,  I  feel  it  is 
appropriate  to  state  most  of  my  actions  as  being  a  reflection 
of  the    information    I    was    given    from   ray    associates. 

Q  Being   whom? 
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A     Messrs.  Brougham  and  Gerwin,  and  I  can  only  state 

that  neither  one  of  them  ever  told  ma  that  any  balance  arrang 
ment  had  ever  been  made  or  even  discussed.  And  the  ouly  atti- 
tude that  xvas  prevailing  concerning  balauices  was  the  general  ■ 
enthusiasm  in  the  District  for  the  possibility  of  development 
of  a  relationship  with  National  Bank  of  Georgia,  separate  and' 
apart  from  the  coincidence  of  Mr.  Lance  needing  a  personal 
loan  at  this  particular  point  in  time. 

It  is  very  difficult  to  explain  because  that  is 
actually  how  it  all  transpired. 

But,  in  complying  with  the  form,  it  does  suggest,  as 
you  rightly  note,  that  20  percent  of  the  facility  v/ould  be 
from  Mr.  Lance.  That  is  what  we  would  expect  if  this  had  been 
an  actual  commitment  under  the  terms  of  tlie  loan.   It  was  not 

The  mention  here  of  balances  dash  20  percent  of 
facility  is  merely  a  reflection  of  what  we  thought  was  a  — 
affiliated  relationship.   But,  in  no  way,  condition  of  the 
loan   or  relative  to  the  loan  in  terms  of  whether  or  not  it  was 
to  be  approved. 

Q    Well,  excuse  me,  but  earlier  you  indicated  that  one v 
of  the  terms  would  be  considered  by  the  Money  Committee  would; 
in  fact,  be  the  balances  maintained  in  their  pricing  of  the 
loan.   So  it  would  seem  to  me  that  that  would  be  a  pretty 
important  thing  for  them,  not  only  to  have  the  rate  of  return, 
but  also  what  balances  v;ere  going  to  be  in  existence,  is  that 
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correct? 

A    Ordinarily,  a  loan,  you  ask  what  the  Money  Committee 
would  review  and  balances  to  the  extent  that  there  are  or  are 
not  any,  are  a  consideration  by  the  Money  Committee.     .  vt'i  .i 

In  this  particular  case,  as  I  mentioned,  approvcTl  ha.^ 
been  received  from  the  senior  lending  authority  of  the.  bank  '"^ 
and  the  presentation  at  the  Money  Committee  was  simply  "a  for- 
mality. 

Q    Did  the  senior  lending  authority,  Mr-  Woodruff,  I 
assume  — 

A     Right. 

Q    Was  he  aware  of  the  20  percent  facility  condition? 
A    It  was  not  a  condition . 

Q    A  fact,  as  indicated  here,  that  there  would  be  balan 
of  20  percent  of  the  facility? 

MR.  BALAMUT:   Just  a  second. 

You  are  entitled  to  say  —  the  way  he  phrased  the 
question,  that  is  not  a  fact  of  that  loan  to  Mr.  Lance. 
BY  MR.  SERINO: 
Q    Let  me  rephrase  the  question.  ■ ;_"  ^- 

When  the  loan  was  presented  to  Mr.  Woodruff,  was  he- 
aware  that  there  would,  in  fact,  be  balances  of  20  percent  of 
the  facility? 

A    There  was  no  —  I  am  sorry.   I  should  say  exactly 
that  — 
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Q    Read  my  question  back. 

(The  pending  question,  as  recorded,  was  read  by  the 
reporter. ) 

THE  VJITNESS:  ?1r.  Woodruff  was  not  aware  that  there! 
would  be  balances  of  20  percent  of  the  facility  sinc&  that-  was 
not  a  condition  of  the  loan,  and  it  was  no  —  in  no  way.  con—  ~. 
sidered  one  of  the  terras  of  the  loan. 

BY  MR.  SERINO: 
Q    Is  it  your  testimony  here  today  that  the  figure  "20 
percent  of  facility"  as  reflected  in  the  interoffice  letter, 
was  placed  there  by  yourself  without  being  directed  to  place 
it  there  by  anyone  else? 

A    No,  that  is  not  iny  testimony. 

My  testimony  is  that  I  created  the  Money  Committee 
sheet,  actually  creation  is  probably  a  good  word  since  it  does 
contain  a  certain  amount  of  imagination  in  this  particular 
instEuice. 

As  a  result,  and  with  the  help  of  Mr.  Brougham,  and 
possibly  Mr.  Gerwin,  1  keep  saying  that  because  I  am  not- — ;=if 
there  were  any  confusion  or  misunderstanding,  I  certainly  spok«: 
to  him  because  he  had  been  at  the  original  meeting.   But,  asi 
said  before,  he  did  not  participate  in  any  ongoing  discussions 
or  review  presentation  of  this  particular  loan. 

In  our  discussion  of  what  we  anticipated  as  an  ongoirlg 
relationship,  we  were  very  hopeful  of  having  a  relationship  wilJi 
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1  National  Bank  of  Georgia.   If  we  were  able  to  develop  a  rela- 

2  tionship  with  them,  we  thought  that  relationship  could  grow  to 

3  be  one  of  possibly  $1  million. 

4  In  an  effort  to  reflect  that  in  some  manner,  to  show 

5  affiliated  relationships  and  affiliated  relationships  simply 

6  relate  any  other  business  that  may  at  some  point  in  tiiae  be-  "i  , 

7  helpful  to  anybody  reviewing  a  particular  situation  and  have 
nothing  to  do  necessarily  with  correspondent  balances  or  any 
kind  of  other  lending  consideration. 

In  cin  effort  to  reflect  what  we  hoped  would  be  an 
affiliate  relationship,  we  indicated  a  portion  of  what  we 
thought  balances  may  be  in  the  National  Bank  of  Georgia  accoun 
if  we  were  able  to  secure  our  relationship  with  the  National 
Bcink  of  Georgia. 

Q    Is  it  your  testimony  also  that  you  had  no  discussion 
with  Mr.  Iicuice  concerning  the  20  percent  balances? 

A    I  personally  had  no  discussion  with  Mr.  Lance  con- 
cerning the  —  concerning  balances  of  any  form.   And  in  my 
close  association  v/ith  my  colleagues,  who  also  were  resppnsib).^ 
for  the  loan,  was  never  aware  of  any  discussion  they  had  with 
Mr.  Lance  regarding  balances.  ■>.  .  -  ' 

Q    So  that  your  statement  here  to  the  Money  Committee 
that,  in  fact,  there  would  be  balances  of  2  0  percent  of  the 
facility,  in  your  testimony  here  today  was  not  a  fact,  is  that 
correct? 
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1  I       A    'That  is  correct. 

i 

2  j  But  may  I  just  add  to  that  once  again  that  in  this 

3  I  particular  case  the  Money  Committee  sheet  was  a  formality. 
I 

4  Q    This  is  an  official  document  of  the  bank,  is  that 

5  correct,  this  interoffice  letter  that  was  presented  to  the 

6  Honey  Committee?  ■■■■^. 

7  MR.    BALAMUT:      I   am  not  sure  v/hat  you  mean  by  official 
document . 

9  BY   MR.     SERINO: 

10  Q  It   is   a  document   that  is  maintained  where  in   the  ban^? 

A  In  the   file. 

Q    Credit  file  for  the  individual  borrower? 

A    It  is  not  a  loan  document  or  maintained  in  the  hoan 
Department. 

Q    But  it  is,  in  fact,  retained  in  — 

A    It  is  an  internal  memorandum.   I  don't  know  how  you 
would  define  official,  but  it  is  no  more  official  than  other 
merooreindums ,  I  believe. 

Q  In  fact,  it  is  a  dociament,  is  it  not,  that  the  Money 
Committee  has  before  it  when  the  Money  Committee  meikes  a  deci- 
sion on  a  particular  credit,  is  that  correct?  r!'' 

A    That  is  correct. 

Q    Was  this  document  presented  to  the  Money  Committee? 

A    It  was,  but  in  the  presentation  it  was  noted  that 
this  was  a  formality,  approval  has  been  received  by  Mr.  Woodruff 
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So  it  was  not  an  official  presentation  to  the  Money  Committee 
but  a  formality  of  the  presentation. 

Q    VJere  you  present  when  it  was  presented  to  the  Money 
Committee?  -V 

A    Yes,  I  was.  ""  "'  ' 

Q    Do  you  recall  a  discussion  at  that  time? 
A    There  is  no  discussion  at  the  Money  Committee.   It 
is  just  a  very  simple  relating  of  the  information. 

Q  Relating  of  the  information  that  is  on  this  particu- 
lar memo,  is  that  correct? 

A    Mot  in  its  entirety,  but  as  much  called  for  in  a  par- 
ticular circumstance. 

MR.  HEINMANN :   Does  the  Money  Committee  have  this 
memo  available  to  them? 

THE  WITNESS:   Yes. 

MR.  HEINMANN :   They  would  look  at  each  one  and  then 
pass  on  to  the  next? 

THE  WITOESS:   Right. 
BY  MR.  SERINO: 

Q    Do  you  recall  the  discussion  at  this  particular  Money 
Committee  on  this  particular  loan?  '• 

A  I  remember  it  was  no  more  than  about  12  seconds,  but 
I  don't  recall  the  actual  conversation.  Bruce  made  the  presen- 
tation —  I  cun  sorry,  Bruce  Brougham  made  the  presentation 

To  the  best  of  my  memory,  it  indicated  that  they  wer« 
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asked  to  make  this  loan  for  the  purchase  of  this  stock  v/hich 
would  secure  it,  in  addition  to  other  collateral,  taking  up 
whatever  shortfall  we  felt  once  the  actual  dollar  amount  of  thfe 
loan  v;as  decided,  what  the  purpose  of  the  —  no,  I  ajn  sorry, 
we  don't  9et  into  the  purpose  of  the  Money  Committee;  that 
this  rate  had  been  approved,  and  since  it  was  a  policy  loem,  .' 
it  had  been  presented  to  Mr.  VJoodruff  and  been  approved. 

And  with  that,  it  was  on  to  the  next  one.   There 
were  no  questions  or  discussion. 

Q    Was  thftre  any  discussion  concerning  the  balances? 

MR.  BALAMUT:   Do  you  know  of  your  own  knowledge? 

MR.  HEINMA^fN  :   To  your  recollection. 

THE  WITNESS:   I  was  there,  and  I  am  just  trying  to 
recall. 

To  the  best  of  my  knowledge,  or  to  the  best  of  my 
recollection,  there  was  absolutely  no  mention  of  balances 
because,  if  there  had  been,  it  would  have  been  more  than  a 
12-second  presentation.   And  I  remember  that  —  well,  they  are 
all  very  short,  so  this  one  doesn't  stand  out  in  my  mind  for 
that  reason.   But  I  remember  it  was  very,  very  brief,  since  it 
had  already  received  the  approval  and  any  discussion  of 
balances  v/ould  have  been  that  v/e  anticipate  and  hope  that  we 
will  be  able  to  develop  a  relationship  v/ith  National  Baink  of 
Georgia,  which  is  the  fifth  largest  bank  in  Atlanta,  and  so 
forth . 
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So  that  would  have  made  it  a  little  bit  longer. 
So  I  don't  recall  any  discussion  of  balances. 
BY  MR.  SERINO: 

Q    On  this  interoffice  letter,  it  indicates  a  sprcjid  of 
2.253  percent.  -  '  $^ 

How  is  that  figure  obtained?  v..t.-  " 

A    We  have  computer  programs  which  develop,  based  on 
cost  of  funds,  the  cost  of  funds  and  the  investable  possibili 
ties  of  funds  at  a  given  point  in  time,  based  on  existing  rate^ 
including  prime  rates  and  so  forth  —  what  was  the  beginning 
of  the  sentence? 

(The  first  part  of  the  answer,  as  recorded,  was 
read  by  the  reporter.) 

THE  WITNESS:   Period. 

The  programs  generate  for  us  forms   which  indicate 
yields  and  spreads  given  certain  —  given  a  variety  of  rate 
schedules  and  variety  of  compensating  balance  schedules.   The 
spread  was  taken  from  that  particular  —  well,  the  form  that 
was  operative  at  that  moment  in  time. 
BY  MR.  SERINO: 

Q    Do  you,  by  any  chcuice,  have  that  particular  form  thai: 
you  used? 

A    No,  I  am  sorry,  I  don't.   They  are  updated  as  the 
market  fluctuates,  certainly  as  the  prime  rate  changes,  but  as 
the  market  fluctuates  we  get  a  new  one  virtually  every  two 
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weeks,  and  we  only  keep  current  ones.   They  may  be  within  the 
bank.   I  would  be  happy  to  see  if  I  could  find  one.   But  1 
rather  doubt  it. 

Q    l-Tnat  is  that  fom  called?  •,",-' 

Is  there  a  name  to  the  computer  printout? 

A    I  don't  know  what  the  name  is.   I  can  find  out^  ,,- I '-' 
have  the  current  one. 

Q    Does  it,  when  determining  the  spread,  include  the 
compensating  balance  as  a  tern  in  the  calculation? 

A    The  form  itself  offers  you  several  different  rates. 
It  is  a  grid.   There  are  several  different  rates  and  several 
different  balance  arrangements  that  can  be  selected,  ranging 
from  zero  to  20  percent. 

0    And  this  — 

A    And  usage  —  excuse  me  —  and  usage,  what  you  expect 
the  usage  to  be,  25  percent,  50  percent,  75  percent,  100  per- 
cent, based  on  those  three  factors  coming  on  the  grid,  a  sprea^ 
is  adjusted  by  this  particular  problem,  we  could  expect,  based 
on  the  cost  of  funds  and  the  general  money  market  conditions 
at  that  time.  -, 

Q    Who  calculated  the  spread  in  the  case  of  the  loan  to 
Mr.  Bert  Lance? 

A     I  did. 

Q    Did  you,  in  your  calculations,  figure  in  a  balance 
of  20  percent  of  the  facility? 
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A    As  far  as  I  recall ,  and  I  would  have  to  have  the 
form  to  be  absolutely  sure,  I  believe  I  did  select  from  the 
grid  the  prime  plus  one-half  rate,  100  percent  usage  and- — 

MR.  BALAi-IUT:   Betsy  Jo,  if  you  don't  recall,  you 
don't  recall. 

MR.  HEINMANN :   May  I  go  off  the  record  for  jusfr  a  "f 
second? 

(Discussion  off  the  record.) 

MR.  SERINO:   Back  on  the  record- 
She  was  trying  to  recall  whether  or  not  she  used  the 
balance  as  a  part  of  the  grid  in  calculati.ng  the  spread. 

THE  WITNESS:   I  believe  that  I  did.   I  can't  recall 
positively. 

1  think  that  we  could  recreate  either  by  finding  tha^ 
form  or  else  by  going  through  calculations,  but  1  think  that 
we  did,  again  to  reflect  on  the  Money  Coitnnittee  sheet,  what  we 
anticipated  and  hoped  would  be  the  eventual  association. 

The  fact  that  this  again  was  a  —  was  a  formality  an^ 
V7as  not  necessary  to  receive  approval  as  an  allocation,  what  I 
felt  our  interest  was  in  preparing  the  sheet  and  filling  in  alii 
the  blanks  was  to  give  the  Money  Committee,  even  though  they 
didn't  need  to  approve  it,  some  indication  of  where  we  felt  an 
overall  relationship  was  so  that  they  would  have  the  benefit  o 
that  in  reviewing  other  loans  presented  by  other  areas  of  the 
bank. 
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We  did  honestly  feel  that  there  would,  at  some  point 
bs  an  overall  relationship,  and  we  felt  that  the  bank,  the 
Money  Committee  should  be  aware  of  that.   And  we  couldn't 
proirdse  cinybody  anything,  but  v;e  were  going  to  work  awfully 
hard  at  developing  a  relationship.   And  as  I  said  before,  we 
really  felt  there  was  no  reason  why  we  shouldn't  have  one. 
So  we  felt  it  v/as  only  fair  that  our  request  to 
proper  authorities  of  a  loan  to  Mr.  Lance  not  receive  short 
trip  because  it  was  a  loan  to  an  individual.   We  felt  that  Mr. 
Lance  was,  as  the  president  of  a  smaller  bank  in  Georgia,  with 
which  we  had  been  long  associated,  and  now  as  the  President  of 
the  National  Bank  of  Georgia,  and  potentially  as  one  who  could 
possibly  in  the  holding  company  environment  develop  into  a  sub 
stantial  leader  of  banking  in  Georgia,  and  our  long  relation- 
ship with  him  cind  his  satisfaction  with  our  servicing  and 
maintenance  of  the  relationship  that  he  had  known  put  us  in 
good  stead  to  have  a  relationship  with  his  bank. 

We  felt  it  was  appropriate  that  the  rest  of  the  bank 
knew  that  we  felt  that  way  about  Mr.  Lance  and  hoped  that  our 
relationship  with  him  v/ould  develop  greater  business  for  the 
bank.  .■• 
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i.j  You   indicate    that    tliis    was    a  mere    formality    going 

before  the  Money  Committee.  ijut  in  fact,  you  couldn't  have 
cominitted  the  funds  until  you  £ot  t.he  final  approval  of  the 
Money   Co!:!mittee,    is    that    correct?  -~--:'^ 

A  As    far    as    ny    understanding    of    it    in    this    case,    that 

is   not    correct.      That  we    already    had    the    approval    of.  the   Chief 
Lending   Authority    of    the    bank,   whose   \;ord    is    the    last   in   Money 
Conij-iiittee    presentations,    and    I    gu2ss    there    is    always    the   pos- 
sibility   that   --    that    someone,    or    a    group    of   people,    could 
take    certain    issue,    and    carry    it    to    the    President,    or    the 
Chairman,    but   short   of    tliat,   we    could    not,    in    this    case,    need 
any    fornal    approval.      Ive   liad    received    that. 

Q  If    the   Money    Comnittee    --    and    this    strictly    is    a 

hypothetical    situation    --    had   seen    a    spread    of   one   percent    on 
this    particular    loan,    do   you    think    that    presentation    to    them 
would   have   been    a   mere    foriTiality? 

A  Absolutely,    it   would   have   made    no   difference.       It 

would   have    just    raised    a  question    at   wliich    point    balances, 
the   balance    reference,    or   whatever,    you   know,    would  have   been 
mentioned.  ..    ■. 

Do   you    mean    if   the    sheet    had    read    20    percent    of 
facilities    spread,    knoi.inr,    or    --    not    knowing,    but    one, 
balances    one    percent? 

Q  One    percent. 

A     I  feel  it  would  have  made  no  difference  in  the 
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jiresentatioii    to    the   Money    Coinmittee,    except    there   night    have 
been    utterances    by    someone    fro;n    a   different    area   of    the    bank, 
they    i.-Quld    say,    boy,    we    don't    get    spreads    like    this    tlirough 
Metropolitan,    or   something    like    that,    at   which   point   Bruce 
might    very    well    have    said,    Mr.    Lance    is    President   of    the 
National    Bank    of   Georgia,    we   have    known   hin    for   many,    many 
years,    and  we    fully    anticipate,    through    our    association   with 
him,    gaining    a   relationsliip   with    that   bank,    and    that   could   be 
of   substantial    size. 

But    as    far    as    the    approval    --    then    those   people 
sitting    at    that    table   would   have    accepted    at    that   point.      But 
that   would   liave    just    been    a    --    offered   by    Bruce.      It  would 
have   made   no    difference    in    the   presentation   of    this    sheet, 
because   Mr.    Woodruff   had    already    approved    it,    and    fully    knew 
that    there   was   no    coinmi  tnen  t    as    far    as    balances. 

In    actuality,    the    balance    had   not    been   discussed. 

Q  When   you    refer    to   balances    "20   percent    of   facility,' 

what   do   you   mean   by    20   percent   of   facility? 

A  Twenty   percent    of    the    ainount    of    the    loan. 

Q  The    facility    refers    to   the    loan? 

A  That    is    right. 

Q  When   you   put    that    20   percent    of    facility   down,    you 

arc    speaking,    were    you   not,    of   balances    to    be    maintained   by 
the    i-iational    Bank    of    Georgia,    ratlicr    than    balances    to   be    main- 
tained   by    Mr.    I.ance   personally? 
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A  We   were    reflecting   what   we    anticipated    a   relation- 

ship   with    National    Bank    of    Georgia    could    generate    in   balances. 

^        We    did    not    expect    Mr.    --    Mr.    Lance    liad    not    discussed    any 

I  _ 

^   j    keeping   balances   with    us,    and   we   did   not   have   expectations   as 

5        a   result   of   Mr.    Lance's    personally   Maintaining   balances    agains' 

*        this    account 

7  It   was    priced   separate    and    apart    from    any   balanc 

consideration 

9  Q  Hven    though    t!iis    was    a  personal    loan    to  Mr,    Lance? 

10  A  Even    though    it   was    --    separate    and    apart    froin    any 

11  balance    consideration,    even    though    it  v;as    a   personal    loan. 

12  I    don't    see    whore    your   question    follows 

13  Q  No,    this    was    a  personal    loan    to   Mr.    Lance,    and   you 

14  v/ere    not    recjuiring    any   balances    to   be    maintained   by  Mr.    Lance, 

15  is    that    correct? 
15  A  That    is    correct.       It   is    very    connon    that   on   personal 


loans    no   balance    is    maintained,    and    the   pricing    takes    that 
into   consideration. 

In    fact,    I    v/ould    even    add,    although    you   haven't 
„        asked,    that    it    is    unusual    to   have    balances    maintained    against 
personal    loans.       It  would    be    the    exception,    much   more    than    the 
rule,    and    the   pricing   does    take    t!iat    into    consideration. 

(1  N'o\/ ,    I    draw  your    attention    to   April    24,    197S   memo    -- 

MR.    IILIMANN:       liob ,    could    I    go    back    n    minute? 
MR.    SLiilNO:      Yes. 
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BY   MR.    HhlMANM: 
0  Is    the   normal    practice    in    tliis    bank,    calculation    of 

the    spread    for    --of    t!ie   Money    Committee    is    based   on   possible 
or    actual    --    I    may    not  be    saying    that   very    well. 

Let   nie   rephrase    it. 

Is    it    the   policy   of  Manufacturers    Hanover,    in    sub- 
mission   to    the   Money   Cor.iraittee,    that    the    spread    is    predicated 
on    the    actual    spread   predicated   upon    the    terms    of    the    loan 
presumably    agreed    to   by    the   parties,    or    is    it    the    practice 
to    include    in    that   calculation   possible   benefits    that    have   not 
been   contractually    agreed   to    in    any   way? 

A  In    answer    to   your   question,    I    an  not   sure    if    tliere 

is    a  written   policy.      We    tend,    in    our   Money   Conmittee   presenta 
tions,    to    include   our    expectations,    to    the   extent    that   we 
feel    they    are    viable    ones. 

If    the   future   proves   us   wrong,   we    then  have   to 
answer    to   our    seniors.      But   we    do    include , where   we    feel    it    is 
helpful    in    reflecting    the    overall    picture,    on   occasion, 
certain    facts    that    are   really   our   anticipation,    or   expectation 
of  what   will    be    a   situation    in   the    future.  •   ;    ■ 

I    don't   know    that    there    is    any   policy   which  would 
preclude   our   doing    that.       If    there    is,    we    do    not    act   under   it. 

Q  In   other  words,    on   occasion   you   will    calculate 

expectations    into    tlie    spread? 
A  That    is    correct. 
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Q  The    spread   on   this    particular   document,    CC-1,    is 

a  highly    precise   nu;:iber,    2.2S3.       I    an    frankly    curious,    when 
one    includes    expectations,    how    one    sjcts    to    that    three   deciaal 
point   precision.  .' ' '    -i 

A  As    I    say,    the    computer  program   generates    the  numbers 

We    just    follow    the    grid.      Our   expectation  was    a   relationship 
with   jNational    Bank    of   Georgia. 

Our   further    expectation  was    a   $1    million    account. 
The    grid  only    offers    balances    up    to    20   percent.       That    is    prob- 
ably   the   one    that    I    selected. 

As    I    said,    I    can't   be   positive    that    it   is.      Once   you 
select    the   various    factors    on    the    grid,    the    three    decimal 
point    comes    together    at    a  percentage,    which    is    in    three    decimal 
point    figures. 

Q  VOien    such    a    calculation    is    put    to    the   Money   Committee 

and    it   is    predicated  partially   on    expectation,    is    the   Money 
Committee    so    inforraed? 

A  Yes  ,    they    are. 

As  I  said,  if  this  had  been  a  normal  presentation 
to  tlie  Money  Committee,  it  would  have  been  mentioned,  since  it 
had  been  approved,  it  was  a  very  even  briefer  than  usual 
presentation. 

I  don't  believe  it  was  mentioned.  If  it  v;ere,  it 
was  the  statement  that  we  hoped  to  gain  a  relationship  from 
the  National  Bank  of  Ceor.ria. 
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Q  As    I    understand    ti'.e    roufjh    ten    percent    coiMjiutation   on 

the   balance,    it    is    one   percent    per    annvim,    is    that    correct? 
I    realize    that    is    a    rough    calculation,    hut    so;newhere    in    that 
neighborhood.       livery    ten    jierccnt    co;iipensating    balance    is    equal 
to   one   percent    additional    rate    charged.      At    least    that   is  -the 
way    investment   bankers    figure    it. 

Therefore,    if    that    calculation    is    approximately 
right,    I    am   sure    that    it    probably    carried   out    to    three   deci- 
mals,   that  would    give    an    indication    then    in    20    percent    facility 
number,    regardless    of   how    it  was    arrived    at,    into    that    cal- 
culation  of    2.253   percent   spread,    if   you   took    out    the    20    per- 
cent   of    facility    expectation,    as    you    said,    your    spread   virould 
have   been    approximately    2.2S3   percent? 
A  Yes. 

Q  Is    that    relatively    fair  way    to    calculate? 

A  That    is    a   reasonable    -- 

Mil.    BALAML'T:      Did   you    finish   your    question? 
BY   MR.    MEIMANN: 
Q  Yes. 

I    was    wondering    if    that   was    a   reasonable    approach, 
whether    that   was    a   reasonable    rough    calculation  of   the    differ 
ential . 

A  That   seems    to    be    a    reasonable    rough    estimation    of 

the    differential. 

MR.    Hl-IMAN.'i:       Can    I    follow    that    up.    Bob? 
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MR.    StRINO:       Please. 

BY   MR.    lit  I  MANN:    " 
Q  This    may    not    bo    to    your    knowledge,    I    understand 

that,    hut   during    this    period  of    ti:,ie,    are    you    aware   of   the 
granting    of    loans    to    individuals    by    this    institution,    to    ttie 
Money    Conmittee,    or    any    other    committee,    in   v;Jiich    the    actujiT, 
--    not   expectational ,    but    the    actual    spread,    was    in   this 
neigliborhood    that   we   are    talking    about? 

I    don't   want    to   be    too   precise,    because    I    realize 
we    are   not    talking    in    precise    figures,    but    roughly    2.253,    or 
modest    variation. 

A  I    really    am   not    aware    of   other    loans    made   at    that 

tin-.e   within    this    institution. 

MR.    HEIMANN:      Off    the    record. 
(Discussion   off    the    record.) 
MR.    SERINO:       Back    on    the    record. 
BY   MR.    SHRINO: 
Q  I    draw   your    attention    to    the   menorandun  dated 

April    24,    1975,    identified    as    CC   Number    3,    two    page   memorandum 

Do   you  have    any    recollection   of   preparing   that 
particular    document? 
A  Yes,    I    do. 

tj  V/hat   was    the    purpose    of   preparing    that   document? 

Off    the    record. 
(Discussio;!    off    the    record.) 
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MR.    SEillNO:       Back   on    the    recoid. 

TlIK   ■.vITMHSS:      Yo'u    asked   Niiat   was    t'lie   generation    of 
this    nieiTio,    or    purpose? 

The    real    purpose    in   writing    tliis    neiiio  ivas    to   dociwien 
certain   ancillary    consdierations    that   we    had    in   making    the 
requested    loan    to  Mr.    Lance.      Tiiose    considerations    in    turn    in- 
volved   the    collateral    position    -- 

MR.    iiAi,A,"-!UT:      Off    the    record. 

MR.    SERINO:      Off    the    record. 

CUiscussion    off    the    record.) 

MR.    SERINO:      Back    on    the    record. 

Would  you    read    the    last   question    and    answer   back? 

(The    pertinent    portion   of    the    record,    as    recorded, 
was    read  by    the    reporter.) 

THE   WITNESS:      The    other   investors    in    the   purchase 
o£    the   National    Bank   of    Georgia   stock    from    Financial    General, 
the    assignment   of    the    debt   benefits   under   Mr.    Lance's    life 
insurance,    the    understanding   with   Mr.    Lance    that  he   would 
continue    as    President    of   the   bank    through    the    term   of   our 
loan,    and    that    he   provide    us    with    a    current    financial    statemen 
as    well    as    keepiyig    us    inforined   of    any    changes    therein. 

While    documenting    the    facts    that  we    have    discussed 
these    considerations   v/ith   Mr.    Lance,    on    the    day    that    the    loan 
to   Mr.    Lance    had    been    presented    to    the    Money    Committee,    I 
also    included    the    facts    relative    to    the    loan    approval,    as 
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well    as    taking    that    opportunity    to    coinnient   on    a    few   other 
items    that   had   not   been   previously    documented. 
BY   MR.    SERINO: 
Q  Had   you,   prior    to   April    24,    1075,    personally    spoken 

to  Mr.    Lance    about    this    loan?  -       t:'.  - -I 

A  No,    I    had   not.  ■  ■'„^ 

Q  Did   you   speak    to  Mr.    Lance   on  April    24,    1975    con- 

cerning   this    loan? 

A  No ,    I    did   not.       Mr.    Brougham    -- 

MR.    BALAMUT:      Betsy   Jo,    let   hiin    ask    the   questions. 
MR.    SERINO:       I    asked   the   question. 
THE   WITNESS:      No,    I    did   not. 
MR.    BALAMUT:      That   v,-as   her    answer. 
BY   MR.    SERINO: 
Q  Did   anyone   speak    to   Mr.    Lance    on   April    24,    1975, 

concerning    this    loan? 
A  Yes,    sir. 

Q  Who    did? 

A  Bruce    Broughai.i    called   Mr.    Lance    to    tell   him    that 

the    loan   had   been    approved,    but    that  v;e   had    these    five   points 
previously   mentioned,    that    niust   be   satisfied  before    the    loan 
could   be    made. 

MR.    BALAMUT:       Bob,    I    have    let    Betsy    Jo    answer    the 
question,    but    in    light    of    her    answer,    don't   you    think    pursuing 
this    line    is    ir.ore    appropriate    when   you  'nave    Mr.    Brougham? 
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>!!l.    S}:IUMO:       I    will    s;)eak    to    Mr.    Broughain   about    it,     ' 
also,    but    if    she    has    any    information    about    it,     I    would    appreci 
ate    it. 

MU.    BALAMUT:      She    is    just   repeating   hearsay  now. 
I    don't   mean    to    get    terribly   procedural    on   you   now,    but    I  ' 
think    it   would   be    helpful    if   you    stay    away    from    the  hearsay- 
as    much    as    possible. 

When    I    say    that,    I    won't   be    very    technical.       I    don't 
intend   to. 

BY   MR.    SERINO: 

Q  Do  you  have    any   knowledge    of   what  was    communicated 

to   Mr.    Lance    on   April    24,    1975,    as    far    as    the    terms    of   the 
loan?  ■'' 

A  I    believe    I    was    present   when    the   phone    call   was    made 

to   r-Ir.    Lance,    and    I   was    privy    to   Mr.    Brougham's    side   of    the 
conversation. 

Q  Did  Mr.    Brougham    indicate    to   Mr.    Lance    that   in   fact 

approval   was    received  by    the    htoney    Committee    at    a  rate    of 
prime    plus    one-half    for   the    first    two   years,    and   prime   plus 
one    for    the    third   year,    generating    a   spread    of    2.253  percent? 

A  The   message    communicated  was    that    the    approval 

had   been    received    at    the    rate    of   prime    plus    one-half    for    two 
years,    and   prime    plus    one    for    the    third   year.      Nothing    further 
was    said. 

Q  Did  Mr.    Brougham,    from  your   presence    in    the   room, 
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1  |!  '.-.•hin  he  spoke  to  Mr.  Lance  on  the  telephone,  indicate,  "balanc 

j  of  20  percent  of  the  facility  will  be  maintained  in  a  National 

I 

I  Bank  of  Georgia,  account?" 

I       A    Mr.  Brougham  did  not. 

Q     I  draw  your  attention  to  paragraph  two  of  your  neao', 
dated  April  24,  1975,  and  specifically  the  second  sentence, 
starting  with  "balances  of  20  percent."  .      '  '   ' 

Is  it  your  testimony  here  today  that  at  no  time  Mr. 
Brougham,  in  your  presence,  or  yourself,  ever  communicated 
to  Mr.  Lance  the  following,  "balances  of  20  percent  of  the 
facility  will  be  maintained  in  a  National  Bank  of  Georgia 
account?" 

A    My  testimony  here  today  is  that  I  did  not,  nor  am 
I  aware  of  any  conversation  that  Mr.  Brougham  had  with  Mr. 
Lance,  in  wliich  a  statement  was  made  concerning  a  balance 
arranger.ient ,  and  specifically  that  balances  of  20  percent  of 
the  facility  would  be  maintained  in  a  National  Bank  of  Georgia 
account. 

Q  That  sentence,  continuing,  reads  as  follows:  "and 
we  anticipate,  in  addition,  having  all  the  New  York  activity 
for  the  ban];  flow  througli  tliis  account,  yielding  balances  up 
to  $1  million  on  a  monthly  average." 

When  you  prepared  that  menorandum,  and  wrote  that 
entire  sentence,  did  you  distinguish  hetv;een  balances  of  20 
percent  being  maintained,  and  in  addition  having  all  of  the 
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New  York  activity  of  national  Bank  of  Georgia? 

A     The  iinpression  tl'.at  I  tried  to  convey,  although  I 
understand  your  interpretation,  uas  not  that  at  all,  but  ratlie;- 
that,  as  a  matter  of  fact,  '.■.'e  anticipated  a  relationship  of 
$1  million  proportion. 

So  not  that  --  in  addition  to  20  percent,  but.  that 
balances  of  20  percent,  and  for  that  natter,  actually  balances 
of  $1  million.   So  it  was  not  two  separate,  but  more  a  larger 
--  the  second  half  of  the  sentence  was  ny  effort  to  show  a 
larger  prospective  to  what  I  felt  the  situation  was. 

Q  Did  you  ever  discuss  with  Mr.  Lance  the  maintaining 
of  a  correspondent  relationship  with  the  bank  by  the  National 
Bank  of  Georgia? 

A    Will  you  read  the  question  back  to  me? 
Q    I  will  rephrase  it. 

Did  you  ever  discuss  ivith  Mr.  Lance  the  opening  of 
a  correspondent  relationship  with  your  bank  by  the  National 
Bank  of  Georgia? 

A    May  I  go  off  the  record  for  a  minute,  please? 

MR.  SERINO:   Yes.  .'  -  ■ 

(Discussion  off  the  record.) 
MR.  SLRINO:   Back  on  the  record. 
BY  MR.  SERINO: 
Q     Did  you  ever  become  aware  of  discussions  held  with 
Mr.  Lance  and  representatives  of  Manufacturers  ilanover  concern: 
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the  opening  of  a  correspondent  account  of  Mational  Uank  of 
Georgia  at  Manufacturers  Hanover? 

A    IVhen  did  I  be  cone  aware? 

Q    Yes.  ■•--'   - 

A     Early  May,  1975.  ^"^t^ 

Q  It    is    your    testin:ony    that  you,    prior   to  April    24 , 

1975,    you   had    no    discussions,    nor    information,    that    the 
National    Bank    of   Georgia  would    in    fact   open    a    corresponding 
account    at   tlie  bank? 

A  That    is    my    testir^ony.       I    have    no   prior   --   no    inform- 

ation  prior    to   April    24    tliat    there    had  been    any    discussions 
relative    to    the   opening   of    an    account    from    the   National    Bank 
of    Georgia. 

Q  I   will    show   you  what    I    have    marked    as    CC  Number   4, 

which  is  a  letter  dated  May  12,  1975,  from  you  to  Mr.  Dickson 
of  the  National  Bank  of  Georgia,  and  ask  you  if  you  recognize 
that   particular    copy   of   the    letter. 

(The    document    referred   to  was    marked 
for   identification    as    C  of   C    Exhibit 
No .    4 . ) 
THE   WITNESS:      Yes,    I    recognize    this    letter   as    one 
that    I   wrote    on   May    12    to   Mr.    Janies    Dickson. 
BY   MR.    SERINO: 

Q  Did   you   have    any    discussion    with   Mr.    Dickson    con- 

cerning   that    letter   prior    to   writing    it? 


1148 


57 

y\  I    don't    recall    whether    I    bad    any    conversation   with 

Mr.    Dickson   prior    to    this  "letter. 

Q  Did    you    have    any    discussion    with   Mr.    Lance   prior    to 

writing    this    letter? 

A  I    don't    recall   whether    I    had    discussion  with    Mr  J       " 

Lance   prior    to   this    letter,    relative    to    t!iis    letter. 

Q  Did   you    at   some    tine    become    aware    that   in    fact    a 

correspondent    account   was    opened   by    the    National    Bank    of 
Georgia    in   the   Manufacturers    Hanover  Trust    Company? 

A  The    account   was    opened   on   May    12,    as    the    third 

paragrapl\    of    the    letter    to    '!r.    Dickson    reflects.      And   you    say 
did    I    have   knowledge   of   it? 

Q  Yes. 

A    Yes,  I  took  care  of  the  --  or  I  had  it  open,  and  ove:- 
saw  the  documentation  of  the  opening  of  it. 

Q    Following  the  opening  of  that  account,  were  you 
aware  of  the  status  of  the  account? 

A    Yes,  on  an  ongoing  basis? 

Q    Yes. 

A    Yes  ,  I  was . 

Q  V/ould  you    receive    a   monthly    analysis    of    that   partic 

ular    account? 

A  Yes,    I    did,    and    do. 

Q  Why   would   you    receive    an    analysis    of    the    National 

Bank   of   Georgia's    account? 
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A  As    I    said,    I    am    responsible    for  our   business    in    the 

State    of   Georgia,    and   of   our   sub-group   within    the   Southern 
District,    I    a^n    responsible    for   that   State.      As    such,    I    receive 
analysis    sheets    on    all   of   our    correspondent   banks,    and    corpor-- 
ate    relationships    on    a  monthly   basis,    as    they    are    received' bjf/: 
operations    group    from    the    conputcr.  "  "    r- 

Q  Would  you   evaluate    that   particular   sheet   each    month 

on    the   National    Bank  of   Georgia? 

A  I    quickly   peruse    eacli    sheet,    or  each    analysis    that 

I  receive  on  the  account  for  which  I  am  responsible,  I  don't 
do  further  analysis,  unless  there  is  something  that  suggests 
a  problem,  either  operationally,  on  our  part,  or  on  the  part 
of  the  customer.  Unless  there  is  something  that  seems  out 
of  order  about  the  sheet,  that  I  feel  should  be  checked  more 
carefully  within  our  shop,  or  referred  to  the  customer,  then 
I    just    give    it   what    I    call    a   persual. 

Q  Do  you    recall    receiving   specifically    the   analysis 

sheet   for    tliis    particular    deposit   of    the   National    Bank   of 
Georgia? 

A  Wliich   particular   deposit? 

Q  The    correspondent    account,    deposit    of    the  National 

Bank    of    Georgia    at   Manufacturers    ilanover. 

A  Which   particular    slieet?      I    am    sorry. 

Q  General    analysis    sheets.       Did   you    receive    them 

monthly? 
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A     Do  I  recall  receiving  the  analysis  slieets  in  the 
National  Bank  of  Ceor;^ia  --  yes,  I  do. 

iMR.  SLRINO:   Let  rr.e  mark  these  documents  as  C  of  C 
Number  5  and  C  of  C  Number  6. 

C  of  C  Number  5  is  January,  1U76  balance  analysis 
and  C  of  C  Number  6  is  January,  1977  balance  analysis,      ' 

(The  documents  referred  to  were  markid 
for  identification  as  C  of  C  Exhibit 
Nos.  5  and  6.) 
TUB  IVITNESS:   Let  me  also  add,  although  I  don't  know 
that  it  is  relevant,  in  my  absence  if  the  sheets  come  from 
the  computer,  at  a  time  when  I  am  out  of  the  bank,  ray  associ- 
ates, and  second  in  my  group  would  review  the  sheets,  and  then 
pass  on  them. 

BY  MR.  SERINO: 
Q    Who  is  that? 

A    They  are  always  --  Travis  Hammer.   They  cone  to  the 
unit,  they  are  given  to  me,  or  if  I  am  going  to  be  in  the  bank 
the  next  day,  or  the  following  day,  they  are  researched  if 
I  am  out  for  a  week  or  more.   They  would  be  seen  by  someone 
else  in  the  District,  most  likely  Travis,  if  lie  is  there. 
They  are  always  available  for  me  to  review,  liowever,  after  my 
return,  so  I  certainly  would  have  had  the  opportunity. 

MR.  IIEIMANN:   These  sheets  are  prepared  monthly? 
THE  WITNESS:   Yes,  they  are. 
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MR.  HEIM/VNN:   And  you  receive  them? 

THE  17IT,\'ESS:   V/e  receive  them  about  the  third  or  so 
week  of  the  following  month. 

MR.  HEIMANiM:  \!hen   you  receive  the  sheets,  and  perusr 
them,  as  you  said  before,  what  is  it  you  are  perusing,  to  findy 
if  anything?  '^■"'■'      ■   .-r/  .._-jv 

THE  WITNESS:   A  positive  balance,  a  significant  "in-' 
crease  in  balances,  a  significant  decrease  in  balances. 

I  think  that  pretty  fairly  covers  what  I  immediately 
zero  in  on,  because  I  think  any  --  anything  unusual  would  be 
reflected  in  one  of  those. 

MR.  HEIMAMN:   Let  me  see  if  I  have  this  straight  in 
my  own  mind. 

As  the  sheets  would  come  in,  you  would  glance  at 
it,  in  a  sense,  to  see  if  everything  was  normal? 

THE  WITNESS:   Right. 

MR.  HEIM^NN:   What  would  stand  out  is  anything  dif- 
ferent in  the  account,  or  abnormal.   That  is  the  point  that 
you  would  start  questioning  it,  however  the  process  works? 

THE  WITNESS:   Yes,  that  is  correct. 

BY  MR.  SERINO:  -?> 

Q    Were  you  ever  aware  of  a  period  of  time  that  the 
National  Bank  of  Georgia  requested  advice  on  the  amount  of 
funds  they  had  deposited  in  their  correspondent  accounts  in 
the  Manufacturers  Hanover  Company? 
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A  They,    to    the    best    of   tay    knowledge,    Mational    Bank    of 

Georgia  never   asked   for    a   daily    accounting   of    the    amount    of 
funds    they    deposited    in    the    Manufacturers    Hanover   account. 

Q  I    will    show  you   what    I    am   narking    as    C    of  C  Numbei-  7  , 

and    ask  you    if  you  have    any    recollection    of    that  particular       ■■ 
jiiemoranduin.  .'-.,;> 

(The  document  referred  to  was  marked 
for  identification  as  C  of  C  Exhibit 
Ho.    7.) 

THE   WITNESS:      Okay. 

Yes,   yes,    I    do. 

You    said    deposit   of   funds,    and    that   is   what   confused 
me. 

National    Bank    of   Georgia,    as    virtually    all    our 
active    relationships,    correspondent   banks    and    corporate,    asked 
to  be   notified  daily   of    the    --    of   the    closing  balance  of   their 
account   the  prior  day.      It   is    very   customary    to  have   a  bank, 
to   have    an    account    received    at   --    as    I    said,    when   there    are 
active   relationships,    it  is    imperative   that   a  company  or  bank 
know   at    a   given   moment   in    time  what    their  balance    is,   how  much 
they    may   have    to    transfer    to   cover    transactions    that  will    take- 
place    that   day,    or   how   much    they   have,    that    tiiey   might   i^ant    to 
take    somewhere    else. 

If    there    is    something    about    the   balance    that   suggests 
an   error    to    the   person    telephoning,    or   the   person    to  whom    the 
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person    telephoning   gives    the    information,    then    they   night    in- 
quire   as    to    transactions    that    took    place,    carrying    it   from    the 
balance    that    they   had   been    given   the   prior    day    to    that   balance 
But   ordinarily    it   is    just    a  natter  of  reporting    the    closing 
balance   every   noming    for    the   prior   afternoon.  "       • 

h\R.    BALAMUT:      Excuse    me,    did  you    identify   the   dale  : 
of   this    in   your   question? 

MR.    SERINO:      July    7,    1975. 

THE   WITNESS:      July    2,    1975. 

MR,    SERINO:      July    2. 

TilE  WITNESS:   It  is  a  very  common  circumstance ,  and 
as  a  matter  of  fact,  as  far  as  I  am  aware,  every  regional 
relationship,  and  active  corporate  account  that  I  have,  has 
the  sane  arrangement. 

BY  MR.  SERINO: 
Q    Okay. 

If  you  would  look  at  the  document  identified  as  CC-5, 
which  is  the  balance  analysis  of  January,  1976,  I  would  like  tc 
ask  you  a  few  questions  concerning  that  document. 

When  you  indicated  in  your  memorandum  of  April  24, 
1975,  that  there  would  be  balances  of  20  percent  of  the  facil- 
ity, looking  at  that  analysis,  would  that  reflect  a  balance 
in  excess  of  the  20  percent  of  the  facility? 
A    Yes,  it  does, 
Q    IVhat  balance  are  you  looking  at  to  establish  the 
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20  percent  of  the  facility?   The  average  ^ross  balance,  or 
the  available  fund?  for  loans  in  other  --  I  guess  services  is 
the  word? 

A    Do  you  mean  in  a  case  where  I  an    looking  for  compen- 
sated balances? 

Q    That  is  correct. 

A    At  what  colunn  I  look? 

Q    Yes. 

A    Depending  on  the  arrangement,  out  of  the  average 
collective  balance  column,  or  available  for  funds,  and  other 
services  column. 
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Q     That  account  history  reflects,  does  it  not,  that 

following  June  6,  1975,  the  available  loans  and  other  services 

exceeded  $500,000  from  January  6,  1975,  through  January  '76, 

is  that  correct?  ■•''.■  H 

-  ■■■^^ .  '-^ 
A    I  am  sorry.  "  ,.'  ; 

From  January  -- 

Q     From  June  6,  1975,  when  it  V7as  $253,000. 

A    That  is  not  June  6.   That  is  June  '75. 

Q    I  am  sorry,  '75. 

That  reflected,  did  it  not,  that  available  for  loan 
and  other  services,  there  was  an  excess  of  $500,000? 

A    That  is  correct. 

Q    Now,  what  does  that  mean? 

A    VThat  that  says  to  me? 

Q    Yes. 

A    That  the  bank.  National  Bank  of  Georgia,  is  utilizing 
o»ir  services  to  considerable  degree,  looking  at  the  other  side 
of  the  loan,  of  the  balance  sinalysis  sheets,  I  can  readily 
identify  those  services  as  being  mainly  safekeeping  ones.   At 
the  same  time,  I  am  familiar  at  that  time  v/ith  other  presenta- 
tions of  our  services  that  we  are  making  and  of  the  interna-  • 
tional  services  that  we  are  providing  for  them  that  are  not 
analyzed  on  our  system. 

It  says  to  me  that  there  can  be  substantial  float  in 
the  account  because  of  the  securities  transactions  which 
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generally  do  generate  substantial  floats. 

MR.  HEINMANN :   Is  float  the  same  as  balance? 

THE  WITMESS:   Float  is  generated  through  one  day 
r.oney  so  it  can  be  for  us  balances,  but  for  them  uoney  spent. 

You  could  have  negative  or  positive  floats  actually^. 
So  it  can  create  balances  for  us.  It  can  take  away  from  our- ; 
balance  position. 

MR.  HEINMjy^JN  :   Would  that  all  not  be  in  that  analysi^? 

THE  V7ITNESS:   Yes,  it  would.   But  I  have  been  asked 
what  I  see  v/hen  I  look  at  balances  that  are  growing  substant- 
ially, and  v;hat  I  see  among  various  things  I  see  is  the  fact 
that  something  that  says  in  July  $665,000  can  be  and  is,  in 
fact,  $300,000,  more  than  $300,000  of  float,  which  National 
Bank  of  Georgia  would  not  be  av/are  of  until  they  received  this 
In  terms  of  maintaining  their  balances. 

MR.  BALAMUT:   Off  the  record. 

(Discussion  off  the  record.) 

MR.  SERINO:   Back  on  the  record. 

BY  MR.  SERINO: 
Q    Let  ma  draw  your  attention  to  CC  No.  5  again,  and  le^ 
us  concentrate  on  the  average  collected  balance. 
A    Okay. 
Q     what  is  the  average  collected  balance? 

Do  you  know  how  it  is  obtained? 
A    Yes,  I  do. 
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It  is  the  gross  balance,  net  of  float  which  is  gene- 
rated by  debits  and  credits  of  other  than  same  day  availabilit;^ 

Q    Okay. 

From  the  average  collected  balance  on  this  sheet,  th^ 
bank  subtracts  certain  costs  that  it  allocates  to  services  it 
provided  to  the  National  Bank  of  Gaorgia,  is  that  correct?'  ? 3" 

A    That  is  correct. 

Q    V'There  on  that  sheet  does  it  indicate  the  costs  of 
services  provided  to  the  National  Bank  of  Georgia? 

A  On  the  left-hand  side  at  the  bottom  where  it  says, 
"Average  collected  balance  required  for  activities  analyzed, 
$638,617.  " 

Q    Out  of  the  average  collected  balances  of  $1,737,880, 
there  was  subtracted  $638,617? 

A    That  is  correct. 

Q    I>aving  a  balance  for  loans  and  other  services  of 
$1,099,263,  is  that  correct? 

A    That  is  correct. 

Q    Those  funds  are  available  to  manufacturers  for  inves-f:- 
ir.ent,  is  that  correct?  ,, 

.^    That  is  correct.  ■      '   "" 

Q    How,  you  are  indicating  also  that  out  of  that 
$1,099,263,  a  portion  of  those  funds  were  used  to  reimburse 
Manufacturers  Hanover  for  other  services  not  reflected  on  this 
sheet? 
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A    Absolutely. 

Q     'What  services  do  you  recall  Manufacturers  Hanover  to 
Matior.al  Bank   of  Georgia  for  •.•/hich  r.o  charge  %7as  made  on  this 
type  of  sheet? 

A    V7e  helped  them  in  the  establishment  of  an  Intem'a-  .- 
tional  Division,  which  both  entailed  having  a  representative- 
from  our  International  Division  go  down  to  Atlanta  and  specik 
with  the  appropriate  people  at  National  Bank  of  Georgia  and 
having  two  of  their  representatives  come  up  and  spend  two  or 
three  days  with  our  bank,  with  Manufacturers  Hanover  in  the 
international  area.   And  subsequently  this  was  the  establishment 
of  their  department.   Subsequently  they  worked  very  closely 
with  our  people. 

We  have  issued  letters  of  credit  and  other  interna- 
tional documents  on  their  behalf,  none  of  which  are  analyzed  i^ 
our  system.'  We  have  helped  them  in  the  establishment  of  a 
cash  management  area  which,  acain ,  entailed  having  representa- 
tives from  our  shopping  down  and  make  a  presentation  at 
National  Bank  of  Georgia. 

And,  subsequently,  we  have  met  with  their  people  her^ 
and  have  helped  them  in  whatever  way  we  could.   The  Scime  in  - 
their  development  of  a  Marketing  Department.   We  have  been 
helping  them  v/ith  the  establishment  of  a  National  Division  in 
offering  our  expertise  and  familiarity  with  the  various  areas 
of  the  country  by  making  available  the  district  heads  of  all  o 
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our  geographical  districts  to  their  representatives  hers  in 

Mew  York,  when  their  representatives  have  been  in  New  York. 
v;e  had  meetings  arranged  for  them  to  ir>eet  with  our  district 
heads  to  discuss  lending  opportunities  and  corporate  solicita- 
tion throughout  the  country.   We  have  made  the  aexrvices  of  ouz"' 
branches  available  to  certain  of  their  customers.        ' 

We  have  considered  several  requests  for  loan  partici 
pations  by  our  bank  and  by  loans  that  they  have  made. 
Q  Have  you  made  any? 

A    No,  we  have  not. 

It  was  always  our  impression  that  the  balances  main- 
tained were  somewhat  into  anticipation  of  our  working  with  thejn, 
and  that  way  we  did  have  the  opportunity  to  review  several 
loans,  but  we  are  not  —  did  not  feel  that  they  were  the  qual- 
ity at  that  —  at  that  specific  moment  in  time  that  we  were 
interested  in  entering  into. 

But  it  was  our  feeling  that  certain  of  the  balance 
level  could  be  reflected,  their  anticipation  of  our  working 
with  them  in  that  regard.  And  it  is  certainly  in  no  way  incon- 
sistent with  similar  arrangements  that  we  have,  similar  accoun'; 
relationships  that  we  have  with  regional  banks  where  there  is 
an  active  relationship  and  substantial  utilization  of  our 
safekeeping  or  other  services. 

It  is  very  common  to  have  substantial  balances  which 
do  not  appear  to  be  used  according  to  our  analysis  system,  since 
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■'ihfii.-e  ara  so  nany  services  that  ws  can  perforin,  both  in  an 
advisory  capacity  and  in  an  actual  capacity,  that  are  not  cur- 
rently analyzed  on  our  system. 

Q     You  have  quite  a  system  for  analyzing  the  costs  of 
each  particular  transaction  as  reflected  on  that  CC  No.  5 J 

Do  you  have  any   similar  costing  out  system  as  far  as 
costing  out  these  services  that  you  just  mentioned? 
A    No,  v/e  don't. 

The  services  that  we  have  been  able  to  analyze, 
according  to  costs,  are  those  that  are  specific  in  terms  of 
the  number  of  people  that  it  takes  to  handle  a  certain  trans- 
action, the  paperwork  involved,  and  through  cost  studies  the 
actual  amount  of  time  required  to  handle  a  credit  posting  or 
security  delivery  or  whatever. 

The  services  which  we  are  not  able  to  analyze  are 
the  more  conceptual  ones  that  —  such  as  ours,  their  visiting 
with  our  people  on  certain  subjects  and  the  amount  of  time 
spent  can  vary,  the  amount  of  effort  expended  by  our  people 
can  vary.   They  are  not  —  their  activities  that  are  really 
not  —  cannot  be  analyzed  in  the  same  simplistic  fashion  as  \'J 
the  ones  that  have  been  put  on  the  system.  .'  t 

As  far  as  the  international  transactions,  for  some 
reason,  which  I  am  not  av;are  of,  the  International  Division 
functions  which  one  would  expect  to  appear  on  here,  such  as 
letter  of  credit  and  foreign  exchange  transactions  cind  so  forth 
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have    not   been    analyzed   on    the    system  either,    to    date. 

Q  What    does    the    term   at    the    top   of   the    page,    the    left- 

hand   side,    collected   balance,    earnings    rats    and   investment 
balance    earnings    rate    refer    to? 

A  The    invest  period   stands    for   investable,    I   believe^ 

and   that    is    the   credit   that    --    based  on   the    current   cost  of  r?:;:: 
funds,    and    the   market    rate    available    for   the    investment   of 
funds,   we    give    our   customers    an   earnings    rate   which  we   utilized 
to    convert   from   actual    per   unit    cost    to   balances,    the    cost   of 
services. 

The    collected   balance    eaining   rate    is    the    rate    that 
is    determined   monthly,    as    that   one,    which   will   be   applied    to 
their   collective   balance,    to   determine    that   price,    and    I    am 
sorry,    but    I    ara    a   little    bit    fuzzy    as    to   how    the    investable 
balance    rate    is    utilized    in    generating    the    conversion. 

Q  Does    that   -- 

A    But  any  way,  they  are  both  utilized  to  generate  the 
conversion  in  price  per  unit  to  balances. 

Q     Does  the  investable  balance  rate  refer  to  the  avail- 
able for  loans  and  other  services  column? 

A    No,  the  available  for  loans  and  other  services  is 
simply  a  netting  of  the  collective  balance,  of  the  --  or  the 
balance  required  for  activities  is  netted  for  collective 
balance.   That  yields  the  column  headed  available  for  loans 
and  other  services. 
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Both  of  those,  I  believe  that  both  tiie  collective 
balance  earning  rate  and  ihvestable  earnings  rate  are  conbined, 
and  maybe  it  is  the  average  of  the  two  that  is  utilized  in 
determining  the  conversion  rate  from  actual  dollar  cost  to- 
balances.   IJut  I  ara  not  positive. 

MR.  BALMIUT:  I  think  she  has  siven  an  answer  in  her 
own  knowledge.  But  I  think  you  have  requested  somebody  who  is 
a  specialist. 

MR.  SERINO:   Yes. 

THE  V/ITNESS:   Believe  me,  it  will  be  nuch  better. 
MR.  BALAMUT:   You  will  get  much  more  definite  and 
scientific  an  answer.   I  will  give  you  the  answer,  if  you 
want  it. 

MR.  SERINO:   No,  we  can  get  it. 
BY  KUl.  SERINO: 
Q    Have  you  had  any  discussions  with  anyone  within  the 
past  two  weeks,  concerning  this  loan,  made  to  Mr.  Lance? 
A    Discussions  among  my  colleagues,  or  -- 
Q    Among  your  colleagues,  or  from  outside,  persons  from 
outside  the  bank. 

A    Yes ,  I  have.  -^  '; 

Q    Have  you  spoken  to  Mr.  Lance  concerning  this  partic- 
ular loan  within  the  past  two  weeks? 
A    Yes,  I  have. 
Q    Did  you  discuss  with  him  the  phrase,  balance  of 
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1  i  20  percent  of  the  facility? 
I 

2  A    Yes,  I  did. 

(}  Did   he    indicate    to   you    that  he    had   no    knowledge    of 

4  where    t)iat    20   percent    figure    came    from?  "?.' 
I                                                                                                                                       '          •"""' 

5  A  Yes,    he    did.  >,- •    •    *    ■v'^ 

6  Q  Was    that  your  recollection  of  the    facts  prior   to--  '^St 

7  your   discussion   with   Mr.    Lance,    tliat   he   had  no    knowledge   of  :^ 
the    20   percent? 

9  A  Absolutely,    it  was. 

Q  Did  you    also    discuss    this    loan   situation  with   Mr. 

Alex  Smith,    or  Mr.    Frazier? 

A  Yes,    I    did. 

Q  On   behalf  of  Mr.    Lance? 

A  Yes,    I    did. 

Q     Did  they  also  refer  to  that  20  percent  of  facility 
statement  in  your  memorandum? 

A    Yes  ,  they  did. 

Q  Did    they    also    indicate    that    they  had   no    knowledge 

of   that   phrase   being    inserted   in  your    inter-office    letter   of 
April    24,    1975,    and    in    the   April    24,    1975    memorandum?  -' 

A  Yes,    they    did.  .  '^-^ 

BY   MR.    lliilMANN: 

Q  With    respect    to    the    conversations   with   Mr.    Lance 

and   Mr.    Smith,    or   Mr.    Lance's    agents,    the    first   question    is 
did   you   speak   with    anyone   else    that   represented,    directly    or 
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indirectly,  Mr.  Lance? 

A     No,  I  did  not. 

Q    Wi  til  those  phone  calls,  did  you  call  them,  or  did 
they  call  you?  .v 

A    They  called  me.  "   • ;. 

Q    The  first  contact  was  their  calling  you.   Let  me 
try  to  be  precise  -- 

A    Nly  first  contact  with  any  of  the  above  was  their 
calling  me. 

Q    Was  that  Mr.  Smith  or  Mr.  Lance? 

A    As  a  matter  of  fact,  it  was  all  three. 

MR.  SERINO:   Do  you  remember  the  date  of  that? 
THE  WITNESS:   Yes,  I  do.   It  was  last  Thursday. 
What  is  the  date? 

MR.  HEIMANN:   Well,  today  is  the  8th.   Thursday  last 
BY  MR.  HEIMANN: 
Q    As  far  as  you  are  concerned,  this  institution,  the 
first  contact  came  from  then  to  you? 
A    That  is  right. 

Q    Do  you  have  any  knowledge  of  anyone  else  in  this 
institution  who  spoke  with  Messrs.  Smith,  Lance,  Frazier,  or 
any  of  their  agents?  '; 

A    To  my  knowledge,  Mr.  Brougham  had  conversations  also 
Q    To  your  knowledge,  did  Mr.  Brougham  contact  them, 
or  did  they  contact  Mr.  Brougham? 
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1  I  A    Mr.  Brougham  contacted  then. 

I 

2  May    I    go   off   the    record   for   a   momenf: 

3  i  MR.    ilEIMANN:      Yes. 

i 

4  (Discussion   off    the    record.) 

5  MR.    IlEIMANN:      13ack   on    the    record, 

(,  TliE   WITNHSS:      V/hen  we   were   notified  by    the   Stater 

7  Banking  Authorities    that    they  wished   to    review   our   records    of 

g  Mr.    Lance,    and   the   National    Bank   of  Georgia,    I    called  Mr. 

5  Lance's    office,    to    notify   him    that  we   had   been    requested   -- 
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that    this    information   had   been   requested. 

I    did   not  speak  with  him,    but   gave    the   message    to 
his    secretary,    so    I    did   initiate    that    call,    and   that    is    just 
what    I    wanted    to  put    on,    and    I    forgot. 
BY  MR.    flEIMANN: 

Q  However,    you    informed    that    the   New    York    Bank   Exam- 

iners  were    doing    this.      How   did  you   know    that    the   Examiners 
were   here    to    look    at    this    particular    -- 

A  How   did    the  notification    come    to   us,    or   to   me? 

Q  In   this    case,    to  you,   since   apparently   from  what   you 

said  you    called    up   Mr.    Lance    to    inform  him    of    this.  ■■''' 

A  Mr,    Jenkins,    two    or    three   weeks    ago,    came    down    to 

my  desk  and  indicated  that  we  had  --  received  either  a  phone 
call  or  subpoena,  and  I  don't  know  to  whom  it  came,  but  that 
very  afternoon  this  information  --  and  he  indicated  that  Mr. 
Robert   Pettit  would   oversee    the   process    of   getting    the 
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information    to    then,   but   would    I    st.ind   reaJy    to    liolp,    since    I 
was    p-.ost   familiar  with    it,   of  people  who  were  present    at    the 
tiuie. 

Mr.  Proughan  was  not  in  the  bank  that  day.  In  case* 
anythin^A  was  needed  in  terns  of  coining  vip  with  necessary  docu- 
aients,  ,     r"'-;V 

Q  That   was    the    day    that   you   called   Mr.    L:mce's    office? 

A  That  was    in    late    afternoon. 

Q  Or    the    following    day? 

A  Or    t'ne    following    day,    1    believe. 

Q  Is    it   normal   practice    -- 

MR.  BAL.\MUT:  You  can  go  on  the  record  or  not,  yes, 
it  is  the  normal  practice,  when  this  institution  is  supoenaed 
by  any  agency,  other  than  the  Government,  for  any  purpose,  to 
notify  the  custoraer  that  we  have  received  such  a  subpoena, 
and  that  we  are  going  to  respond  to  the  subpoena,  unless  that 
customer  chooses  to  take  legal  action  -- 
BY   MR-    HEIM.\NN: 

Q  The   New  York   State   Banking  Departnient   has    the   right 

to    coir^e    in  without   subpoena.      This   was   not  -  -    as    I   understand 
it   now,    I   may  be  wrong,    this   would  be    the   nornal   course   of        ^ 
Examiners    coning   into    an   institution   and   requesting   certain 
aiaterial" 

A  It  was   under  su'ipoena.      In   this    case    it  was    under 

subpoena. 
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MR.  nALA.MUT:  I  won't  argue. 
MR.  Hi;iMANN:  I  wasn't  sure. 
BY  MR.    SERINO: 

Q  Let    us    get   back    to   your   telephone    conversation  of     . 

Thursday    of   last  week   with    Mr.    Smith,    Mr.    Frazier   and  Mr.  -Lajici 
What   was    the   nature    of    tlie    discussion?  -■      ■      f.^.^llfi 

A  A    reading    of   my    inemoranduin    of   April    24,    1975,    and  "  — 

a  discussion  similar  to  the  one  we  have  had  here,  of  how  that 
phrasing  got  into  the  memo,  when  there  had  been  no  discussion 
with   the  borrower. 

Q  Were    they   aware    of    that  Diemorandum  when    they    called 

you   on    the   plione? 

A  Yes,    they  were.      Yes,    they  were. 

Q  Uo   you    know   how    they   were    aware    of    that   memorandum? 

A  Mr.    Smith,    at   Mr.    La;ice's    request,   had    called   Mr. 

Brougham,    asking    for   certain   pertinent    information,   which    is 
dates    and    amounts,    and   so    fortli,    in    line    with    preparing    for 
his    discussion   with   you,    I    believe,    Mr.    Ileiniann,    just    so    that 
he   had    the   dates    and    clironology    accurate    in   his    mind. 

IVhenever   we    received    any   requests    for    information    ,' ' 
from    a    third    party    concerning   our    customer,    we   would  only   do' 
it   after    receiving    authority    from   our   customer    directly.      So 
having    received    the    request,    Mr.    Brougham   called  Mr.    Lance    to 
verify    that    it  was    indeed   his    instruction    that  we   pass    along 
this    information    to   his    attorney. 
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As  I  understand  it,  in  that  conversation  with  Mr. 
Lance,  and  I  was  not  in  the  room  at  the  ti.-ne,  he  mentioned  the 
fact  that  there  was,  in  our  documentation,  the  r.iention,  the 
specific  reference  to  balances,  and  he  felt  in  light  of  the 
fact  that  it  had  not  been  part  of  our  discussions,  or  unde'r-  - 
standing  with  Mr.  Lance,  that  he  ought  to  understand  how  it.  'V 
got  there  as  well. 

So  he  mentioned  it,  and  indicated  that  it  was  a 
reflection  of  our  internal  assessment  of  the  situation,  and 
therefore  had  been  included  in  the  memorandum. 

As  I  said,  that  was  just  added  to  his  conversation, 
to  really  get  authority  to  release  this  information  to  his 
lawer.   But  following  that,  in  answer  to  your  question,  unless 
you  would  like  to  interrupt,  Mr.  Heimann  -- 
Q    No.    ^ 

MR.  BALAMUT:   I  would  like  to  interrupt. 

I  think  you  would  get  a  much  more  direct,  or  more 
direct  answer  from  Mr.  Brougham. 

MR.  SERINO:   That  is  correct,  but  if  she  has  any 
independent  knowledge  of  the  fact  that  this  was  coramunicated  .;. 
to  Mr.  Lance,  that  is  wJiat  I  am  interested  in. 

THE  WITNESS:   My  only  actual  knowledge  is  that  that 
is  how  we  found  out  about  it. 

As  to  the  detail,  or  conversation,  I  am  not  familiar 

m.  HEIMANN:   Tlie  memo? 
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TliE   WITNESS:      You   asked   how    they   IiappeneJ   --    how   he 
happened   to    know   about    it,    and    therefore    I    spoke   about    it   on 
the    telephone.      He    subsequently    called   back  with  his    lawyers 
present,    and   as    I    said,    this    is   why    it   was    a    three-way   con- 
versation. ^'"^'  •, 

He    introduced  his    lawyers    to   rae ,    and   asked  me   if  .'.I/. '.- 
would   discuss    that    memo  with    them,    giving    them   my   explanation 
of  how   something    like    that  would  be    included,    since   he    spec- 
ifically   recalled  no   discussion  whatsoever   concerning  balances. 

BY   MR.    SERINO: 
Q  Do   you   have    any    independent    recollection,    prior    to 

your   discussion   with   Mr.    Lance,    that   in    fact   you   did  not   dis- 
cuss   20   percent   balances   with  Mr.    Lance   at    the   time  of   the 
making    of    the    loan? 

A  I    know    that   I   personally   did  not   discuss  with  Mr. 

Lance   at   the    time   of  making    the   loan    any  balance   consideration 

MR.    SERINO:      Off    the    record. 

(Discussion   off   the    record.) 

hJR.    HEIMANN:      May    I    go  back  on   the    record,   please? 

BY   MR.    HEIMANN:  .  ...•:;:.■, 

Q  Do   you    recall   who  Mr.    Lance's    attorney  was   on    the 

occasion    of    the    closing    of    the   original    loan? 

A  I    had    received   some   documents    from  Mr,    Theodore 

Milby,    M-I-L-B-Y,    at  Mr.    Siaith's    firm,    and    I    don't    recall 
the   name    of   the    firm.      You   night   have    a   copy   of    their 
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letterliead  here. 

As    far   as    I    know,   Mr.    Milby   v/as    representing   Mr. 
Lance. 

My   point    there   being,    it    might    have   been  Mr.    Smith,, 
and  Mr.    Milby   was    just    taking    care    of   tlie    paperwork,    but  he    " 
was    ray    direct    contact.  ..     ■" 

Q  I    would   like    to    ask    the   question   that   was    asked     ' 

before,    the   subject    of  compensating   balances.      Were    they   dis- 
cussed with    the    attorneys    of  Mr.    Lance,    his    representatives? 

A  No,    it  was    not.         No    discussion. 

Q  As    far  as  you  are   concerned? 

A  I   believe   I   was    the   only   one  who  had    any   contact 

with   the    attorneys   in    the   closing   of  the    loan,    and   there  was 
no   discussion    about  blances  ,    at    all. 

Q  When  you   called  Mr.    Lance,    to    inform  him   that    this 

institution  had  a  subpoena   for   certain   information,    did  you  at 
that   time   discuss  with  him,   or  mention    to  him,    or   in   any  way 
indicate   the   existence   of   the  Money   Committee   documents  which 
I    guess   is    --   what  number   is    that  --    CC-1,    or  your   internal 
memorandum   of   the   same    date,    the    24th,    I    think   that    is    CC-3,     . 
with    respect    to    the    existence   of   the    language    in   those    docu- 
ments   referring    to    the    compensating   balance? 

A  As    I    said,    I    didn't    reach   Mr.    Lance    directly.       I 

merely    gave    the    message    to    his    secretary,    that    this    information 
had  been    subpoenaed,    and  we   were    supplying    it    in   accordance 
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with  the  request  in  the  subpoena. 

Q    And  you  had  no  contact  with  Mr.  Lance,  his  agents,  o;- 
j  anyone,  that  might  be  a  constituent  to  Mr.  Lance,  from  the 

tine  of  that  phone  call  until  last  Thursday?  .' /^^ -.-J 

A    Right.  l^-f'fMl 

Q  Last   Thursday?  T        ,  '''' ^ 

A  That  is   correct,      V/ell,    it  was   no   more   than   ten   days 

or    two   weeks    in  between   the   two,    and   that  is    correct.      I  had 
no   communication  with  Mr-    Lance,    or    any    agent   of  Mr.    Lance, 
between  niy    conversation  with  his    secretary   relative   to   the 
subpoena,    and  ciy    call    from  Mr.    Lance   with  his    attorneys    on 
Tliursday . 

Q  You  said  before    that   the   services    provided  by 

Manufacturers   Hanover   that   are  not   costed   on   the  sheet,    I 
have   forgotten   the  number  of   that   sheet   -- 

A  CC-5. 

MR.  SERINO:   CC-5  and  CC-6. 
BY  MR.  HE I MANN: 

Q    Are  not  costed  any^vhere  within  this  institution? 

In  other  words,  the  services  that  are  not  costed  out 
on  that  -- 

A    Analysis  sheet? 

Q     --  analysis  sheet,  are  not  costed  out  anywhere  else 
in  this  institution  for  an  account  receiving  additional  ser- 
vices over  and  above  those  on  the  analysis  sheet? 
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A  There    are    other   services    that   are    analyzed   on    our 

balance    analysis    systera.      However,    the    only    services    utilized 
by    National    Bank   of   Georgia  wliich    are    analyzed,    are    these 
represented  here    on    the    analysis    sheet.         There    is  no    form   o£ - 
analysis,    anywhere   within    the   bank,    for   services    that   are  not 
analyzed   on  our  computer   system.  "     •'" 

Q  Tlien   how  does    the    institution    know  whether  an    indi- 

vidual   account    is   profit-making,    or   --    is    profit-making, 
breaking   even,    or    losing   money   with    this    institution? 

A  With    all   due    respect,    that    is    an   age-old  question, 

and   the   answer   really    lies    in   the    --    in    subjective   assessments 
which   may   or   nay   not   be    accurate,    and    cannot  be   proven. 

Up    to    just   a    few   years    ago,    we    did   not   have    this 
balance   analysis   system,    and   it   is,    as    far   as    I    understand   it, 
as   sophisticated   as    any   system  of   its   kind   in    the  country. 
But    there   are,    and   I    imagine  will    alivays    remain,    certain 
services,   and   types    of  services    provided  by  banks    to   customers 
which   are  very   difficult    to  price    and   at    that  point,    indi- 
vidual   assessment  has    to  be   made   of   the   relationship,   with 
some   determination    coming    from   that,    as    to   whether   it    is    indeed 
on   an  overall   basis    a  profitable   one. 

Q  Who  makes    that    subjective    assessment? 

A  All    of    those    responsible    for    the    relationship    are 

given    an   opportunity    to   have   his    or   her    opinion    factored    in. 
It   is    not   in   any   way    a    formal    assessment   on    a    regular  basis. 
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But  from  all  o  f  us  --  all  of  us  work  with  the 
accounts  on  a  daily  basis,"  some  accounts  you  are  much  more 
familiar  witli,  because  they  are  more  active,  and  you  are  just 
more  aware  of  it,  but  in  any  event,  we  are  expected  to  be 
familiar  on  an  ongoing  basis.  I  ' 

Q     Let  me  just  follow  this  up  a  minute.  ''  •"■'■■■ 

Was  subjective  assessments  made  by  you,  or  anyone 
else,  on  thte  profitability,  or  a  lack  thereof,  of  the  National 
Bank  of  Georgia,  taking  into  consideration  the  other  services 
not  calculated  in  that  CC  --  whatever  that  is? 

A    Five.   As  I  said,  there  is  no  formal  review  process 
done  on  a  regular  basis.   V/e  don't  sit  down  and  have  a   round- 
table  discussion  about  a  given  account,  unless  we  feel,  or 
some  member  of  the  group  feels  that  there  is  an  actual  problem 

In  this  case,  we  were  aware  of  all  of  the  ancillary 
services  we  were  providing,  and  did  look  at  the  balances  from 
time  to  time,  just  to  make  sure  we  were  in  our  own  mind  being 
compensated  for  them,  and  that  meant  not  break  even  with  the 
services,  but  substantial  additional  funds  to  compensate  us 
for  sending  members,  non- traveling  personnel,  to  the  bank,  and: 
having  our  operational  people  visit,  take  a  day  or  two,  to 
spend  with  their  operational  people,  to  make  them  more  sophis- 
ticated in  various  transactions. 

It  was  our  general  feeling  over  the  period  that 
their  balances  did  merit  the  servicing  that  we  were  offering. 
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i 
1    ]    not,    you    know,   more    than    that.      That    the   balances,    that    for 


2   !    the   moment    the   balances    seeded    to    justify   our   going    to    this 
ailditional    trouble,    and   offer    these    additional,    very   personal 

4  services,    tliat  would    absolutely   not   have   been    available    to 

5  them  had    their    analysis    sheets    shovm   break   even    from    a   stahd- 

6  point    of   simply    covering    their    analyzed   services. 

7  Q  Who   within    the    institution    authorized   those   extra 
services? 

A  I    did.        Bruce   Brougham.      Whe    I    said   their  additiona] 

services,    I    don't  r.iean    they    are    something    that   need   specific 
approval    in   any   given  case,    but  it  is   just  general   maintenance 
of   the    account   relationship. 

If  we    feel    an   account   is    requiring   time   or  effort    in 
excess    of   compensation   we    are    receiving,    then  we   would   bring 
that   to   the   attention  of  our  seniors,    and/or  the   account. 
In   this    case    it   was    my   judgment    that    that  was    not   the   case, 
and    as    long    as    they   were    reasonable    requests,    and   I    might    add, 
in  each   case  we   felt    that    tliere  was   opportunity    for  additional 
business,   such   as   our  helping    them  develop    an    international 
division,   meant   that   their  people  handling   it  would  become 
known   too,    and   friendly  with   our   international   people,    and    '     . 
hopefully  work   up    an  ongoing    relationship,    because   they  would 
need   somebody,    through    them    to    float    these    international 
transactions    once    tliey  solicited  international    transactions 
from    their  Atlanta  market. 
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So  we    felt   we   were    soliciting    for    additional   busines: 
at    the   sa.Tie    tine   we   were   offering   them    the   expertise    that   we 
had    to    share, 

MR.    IIEIMANM:      That   is    all    I   have.  ,     ; 

BY  MR.    SERINO:  ' * - 

Q  Did    the   call    last  week    from  fir.    Lance's    attomey^i;:^' 

in   any   way    influence   your    testimony   here    today    concerning    the 
20   percent  balance? 

A  Absolutely   not.      As    a  matter  of    fact,    my  explanation 

for   the  verbiage  was   very   similar   to   --    I   mean   --   my   statement 
here.      I   somehow   think   it  night  have   been   clearer  the   other 
day. 

MR.    SERINO:      Thank  you  very   much.      I    appreciate  your 
time. 

(After  explaining    the  right   to    the   deponent   of  her 
reading    the    testimony,    she   waived  the   reading    and   the   signing 
of   the   deposition,    and  by   stipulation,    both   counsel    agreed   to 
this. 

(IVhereupon,    at   1:50  p.m.,    the    taking   of   the  depositlAn 
was    concluded.)  ' 
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HI  PROCEEDI^NGS 

i 

2  I  MR.  SERINO:   Would  you  state  your  name  and  address, 

3  i!  please? 
II 

4  ji  MR.  JENKINS:   My  home  address,  410  North  Street, 

5  Greenwich,  Connecticutt. 

6  ;  MR.  SERINO:   The  Comptroller  of  the  Currency  is 


presently  conducting  a  special  investigation  into  certain 
activities  occurring  at  National  Banks,  which  we  believe  you 
may  have  some  information  of  because  of  your  position  here 
at  Manufacturers  Hanover.   Facts  have  been  developed  indicatinj 
potential  unsafe  and  unsound  banking  practices,  and  possible 
violations  of  law,  both  civil  and  criminal  may  have  occurred. 

Although  you  are  appearing  here  pursuant  to  a  sub- 
poena, your  testimony  must  be  voluntary,  do  you  understand 
that? 

MR.  JENKINS:   Yes. 

MR.  SERINO:   As  you  can  see,  a  transcript  is  being 
made  of  these  proceedings.   If  evidence  is  developed  indicating 
violations  of  Federal  or  State  law,  the  testimony  given  here 
may  be  used  against  you  in  any  State  or  Federal  proceedings. 
Do  you  understand  that? 

MR.  JENKINS:   Yes. 

MR.    SERINO:      You  may   refuse   to   answer   any  questions, 
the   answers    to  which  you  believe  may  incriminate  you.      Do  you 
understand   that? 
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1  MR.  JENKINS:   Yes. 

2  MR.  SERINO:   You. may  be  represented  by  counsel.   I 

3  understand  that  Mr.  Balamut  is  your  counsel? 

4  ';  MR.  JENKINS:   That  is  right. 

5  MR.  SERINO:   If  you  desire  to  speak  with  counsel'  at 
5    any  time  before  answering  any  questions,  please  do  so. 

MR.  JENKINS:   Fine, 
g  MR.  SERINO:   Would  you  swear  in  the  witness,  please? 

.        Whereupon, 

LLEWELLYN  JENKINS 
was  called  as  a  witness  and,  having  been  first  duly  sworn  by  the 
notary  public,  was  examined  and  testified  as  follows: 
EXAMINATION  BY  COUNSEL  FOR  THE  COMPTROLLER 
BY  MR.  SERINO: 
Q    How  are  you  presently  employed,  Mr.  Jenkins? 
A    I  am  Executive  Vice  President  of  the  Manufacturers 
Hanover  Trust  Company,  in  charge  of  the  National  Division. 
Q    How  long  have  you  been  so  employed? 
A    I  have  been  in  this  position  for  slightly  over  four 
years . 

Q    And  as  head  of  the  National  Division,  what  are  your 
principal  functions? 

A    The  principal  function,  head  of  the  National  Divisioji, 
is  to  employ  the  human  resources  available,  that  is,  the 
people  who  are  traveling  and  doing  backup  staff  work,  in  an 
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i    effort   to   further   the   cause   of   the  bank,    and  the   obtaining   of 

j    new  business,    and  building-up  present  business,   present 

i    customers,   corporations,   particularly    throughout   the  United 


4  J!    States. 


Q    Do  you  have  any  credit  functions  as  far  as  evaluatinj: 
of  credit? 

A    I  am  a  general  loan  officer.   I  have  been  on  the 
credit  end  of  the  business  for  almost  as  long  as  I  have  been 
with  the  bank. 

Q    As  a  general  loan  officer,  do  you  have  a  lending 
limit? 

A    Yes,  anything  over  --  well,  we  have  State  --do  you 
have  a  sheet  on  this?   Do  you  have  this  information? 

MR.  BALAMUT:   No,  we  don't  have  it  available.   Betsy 
Jo  said  she  would  try  to  get  it. 

THE  WITNESS:   It  goes  in  stages,  various  levels,  and 
various  groups  of  officers,  can  make  certain  loans,  up  to 
certain  limits.   When  they  get  above  $15  million,  they  must 
be  approved  by  two  general  loan  officers.   Between  $10  and 
$15,  they  must  be  approved  by  a  general  loan  officer  plus  a 
supervisory  loan  officer,  who  is  a  Senior  Vice  President. 

However,  in  certain  cases  of  unusual  loans,  which  is 
a  rather  broad  term,  but  it  is  defined  in  the  sheet  that  you 
are  About  to  get,  if  that  is  what  Betsy  Jo  is  going  after, 
there,  in  many  cases  general  loan  officers  okay  or  initials  on 
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the  loan  would  be  required. 

Q    General  loan  officer,  and  what  are  the  other  types 
of  loan  officers? 

A    Supervisory,  going  down  the  line,  and  then  senior 
loan  officers  and  loan  officers. 

Q    If  we  had  a  loan  in  the  amount  of  approximately  $3 
million,  where  would  that  shake  out  as  far  as  persons  that 
would  have  to  approve  the  loan? 

A    It  would  depend  on  the  type  of  loan  it  is.   If  it 
is  an  ordinary  loan  --by  ordinary,  in  the  sense  that  it  is  a 
straight,  unsecured  line  of  credit  type  loan  to  a  corporation, 
partnership,  whatever,  straight  business  loan,  the  senior 
vice  president  could  okay  that.   But  again,  all  loans  must  be 
okayed  by  two  officers. 

No  one  officer  is  allowed  to  okay  a  loan.   That  is 
the  loan  is  not  okayed  by  this  bank  until  two  of  the  necessary 
grades  have  okayed  it.  At  no  point  can  a  single  officer  do 
this. 

Q    When,  Mr.  Jenkins,  did  you  first  become  aware  of 
the  fact  that  a  Mr.  Bert  Lance  was  borrowing  --  would  be 
borrowing  money  from  the  Manufacturers  Hanover  Bank? 

A    That  goes  back  into  early  197S,  when  Bert  Lance, 
who  had  been  known  to  our  Southern  Division  for  quite  a  number 
of  years,  notified  us  that  he  wished  to  buy  stock  in  the 
National  Bank  of  Georgia. 
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i  I       Q    I  show  you  what  we  have  marked  as  C  of  C  Number  2, 

2  detailing  a  meeting  on  April  16,  1975,  and  ask  you  if  that 

3  refreshes  your  recollection  as  to  a  meeting  you  may  have 

i! 

4  attended  concerning   the   --at  which  time   a  loan  was  discussed. 

5  A  Well,   it  says  here   they  were  briefly  introduced. 

6  If   I    can  explain   that   sentence   just  a  moment? 

7  Q  Please   do. 

8  A    Briefly  introduced,  this  happens  many  times  during 

9  the  course  of  the  day,  when  customers  come  into  the  bank,  and 
are  dealing  with  the  officers  in  the  District  that  handle  that 
part  of  the  United  States.   We  are  broken  down  into  ten 
Districts. 

So  that  geographic  people  do  the  main  work  with  the 
customers,  and  so  very  often  the  customer  is  brought  around, 
or  we  are  asked  to  stop  by  and  shake  hands,  and  say  hello, 
just  so  we  know  each  other,  and  it  is  an  introductory  kind  of 
thing,  and  that  is  about  all  that  happens. 

I  would  suspect  that  that  is  about  all  that  happened 
in  this  one. 

Q  Do  you  have  any  independent  recollection  of  the 
negotiations  that  were  had  between  representatives  of  the 
bank  and  Mr.  Lance? 

A    Not  in  the  early  stages,  no. 

Q    So  you  believe  -- 

A    And  that  is  pretty  normal  the  way  we  operate. 
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Q    Your  contact  on  April  16th,  you  think  was  just  Intro 
ductory? 

A    I  believe  so.   If  it  were  more  than  that,  I  would 
remember  details,  and  I  really  don't. 

Q    The  memorandum,  if  you  would  look  on  page  two,  and 
paragraph  four,  indicates  that  the  --it  was  not  the  policy 
of  the  bank  to  make  a  loan  against  more  than  ten  percent  of 
bank  stock,  and  not  the  policy  to  do  acquisition  loans. 

Do  you  have  any  recollection  of  that,  one,  that 
policy?   Is  that  your  recollection  of  the  policy  of  the  bank? 

A    As  a  general  policy  of  the  bank,  yes.   Ten  percent 
is  the  number  that  we  work  from. 

Q    Okay. 

In  situations  where  you  would  be  making  a  loan  for 
acquisition,  or  you  would  be  making  a  loan  in  excess  of  ten 
percent  of  the  bank  stock,  what  procedures  would  have  to  be 
followed? 

A    An  acquisition  loan  is  a  funny  animal.   You  have  to 
be  careful  what  you  do  with  it.   So  it  gets  special  attention. 
The  ten  percent  rule  is  general  policy  rule,  yes,  but  again, 
as  happens  in  any  kind  of  a  loan  transaction,  I  am  speaking 
generally  now,  about  our  activities,  we  don't  have  a  book 
which  says  you  do  this  or  you  do  that. 

We  have  a  policy  lined  up.   But  if  it  behooves  us 
to  do  something  that  varies  from  that  policy,  then  a  general 
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i  loan  officer  could  say  all  right,  we  will  consider  that,  and 
then  we  go  into  the  consideration  of  it. 

At  that  point  in  the  game  what  we  are  saying  is  okay 
you  have  a  deal  that  is  going  to  go  beyond  ten  percent,  let 
us  say,  or  it  is  an  acquisition  loan,  and  we  don't  normally 
embrace  acquisition  loans. 

MR.  SERINO:   One  second. 

Off  the  record. 

(Discussion  off  the   record.) 

MR.  SERINO:   Back  on  the  record. 

THE  WITNESS:   But  in  certain  instances,  if  our 
judgment  indicates  that  it  is  helpful  to  go  forward  with  a 
deal,  we  might  say  go  ahead  and  consider  it. 

We  are  not  telling  the  man  at  that  point  that  he 
has  an  acquisition  loan,  or  he  has  got  a  loan  that  is  not 
quite  in  line  with  our  policies. 

We  are  saying  to  our  loan  officers,  at  least  I  am, 
that  the  people  who  are  on  the  line  and  dealing  with  the 
customer,  can  yes,  go  ahead  and  consider  it.   How  this  is 
going  to  turn  out  is  something  else  again. 

BY  MR.  SERINO: 
Q    Do  you  have  any  recollection  subsequent  to  the 
April  16th  meeting,  of  having  any  discussions  with  anybody 
concerning  this  particular  loan? 

A    No,  there  wasn't  any  lengthy  discussion  with  me  on 
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Ml     it. 

2  |i  Let   me,    if    I    may,    if    I    can  point   out   how  my   day    goes 
ji 

3  |j    normally,   when   I    am  in   the   bank,    as    I    told  you   earlier,    I    am 

■)  ji  out   a    tremendous    amount,    so    the    amount   of    time    that   I    am    in    the 

il 
5  |!    bank,   we   forward   everything   into   the  hours    that    I    am  here. 
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many»  many  loans  are  brought  to  my  attention. 

Now,  the  reason  that  I  have  gray  hair,  and  I  am  57 
years  old,  is  because  I  have  had  a  lot  of  experience.   So  that 
people  can  come  to  me  and  say  thus  and  so  about  a  certain 
loan,  and  would  you  approve  our  doing  it,  or  do  you  approve 
our  doing  it,  and  I  have  got  to  be  experienced  enough,  and 
quick  enough  to  understand  what  it  is  they  are  saying,  and 
give  it  a  yes  or  no,  and  then  you  know,  get  on  with  the  next 
thing  I  am  doing,  because  there  are  probably  five  people 
lined  up  behind  him  waiting  for  okays  on  some  aspects  of  a 
loan,  or  an  entire  loan,  and  generally  it  is  a  matter  of,  what 
do  you  think  of  this  as  a  credit,  what  do  you  think  of  this 
as  a  rate  for  that  credit,  balancing  rate  and  credits  together 
and  I  will  say  well,  I  think  thus  and  so,  and  then  we  have  a 
brief  discussion  about  it  and  then  I  will  say  yes,  go  ahead 
with  it.   It  looks  okay  the  way  you  are  headed,  or  not,  and  it 
is  pretty  much  how  things  are  done. 

There  may  be  those  who  say  that  a  lot  more  time 
should  be  spent,  but  the  time  has  already  been  spent  by  traine 
loan  officers,  many  of  whom  I  have  trained  over  the  years. 
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These    are   guys  who  know  what   they   are   doing.      They  know    the 
limits,    they   know  where   they   can  go,    and  so   a   lot   of  my    judgmeijt 
is   based  on  the   few   facts    they   give  me,    and   the    fact   that   I    am 
looking   at   the   man  who  has    done   it,   and   I   know   that   I    can  have 
faith   in  him. 

Q         Are  you  in  a  position  to  make   the  credit  decision 
on  a  particular  loan? 

A  I   don't  make    the   credit   decision.      If   a  credit   is 

any  good,    it   is  brought  to  my  office.      If  it  needs   to  be.      If 
it   is   not  any   good,    it  never   reaches  my   office.      People    don't 
come    to  me   and  say    this    thing    isn't   any   good.      Do  you   think, 
is    there   some  way  we   can   do   it,    or  do  you  want   to  do   it? 
That   is  not   the  way  we  play   the   game. 

When  people   come   to  my  office,    that   credit  is    alread; 
shaped  up,    and  it   is  not   going   to   spend  a   lot   of   time  in  my 
office,   otherwise  we  would  never  get  any  work  done. 

Q  I   show  you  what  has  been  marked  C  of  C  Number  1, 

and  if  you  will   look  at  the   last  item  on   that   list,    it  says 
--    it   indicates   credit  approval,    that  is  you,    as  Mr.    Jenkins 
and  Mr.    Brougham? 

A  Right.      That   is  because    this    loan  needed  credit 

approval  by   a  senior  loan  officer. 

Q  Why   is    that? 

A  Because   it   is    a  different   kind  of  a   loan.      It   is   a 

loan  to   an   individual.      It  would  not  be   a  substantial   amount   i 
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it  were  to  a  large  corporation,  but  it  is  not.   It  is  to  an 

2  individual.   There  are  other  things  involved  here,  and  the 

3  I  minute  you  get  into  loans  to  individuals,  then  we  take  them 
out  of  the  ordinary  category,  and  we  say,  these  you  have  to 

5  j  watch  more  closely.   You  have  to  go  to  a  higher  authority  to 

6  get  a  loan  for  an  individual. 

7  No  reflection  on  the  individual.   It  simply  means 
that  you  can  get  into  more  credit  difficulty  with  an  individua' 

9   than  with  General  Motors.   So  on  a  loan  like  this,  they  would 
10   need  to  have  ray  credit  approval,  or  Woodruff,  at  that  time. 
Woodruff  was  the  Vice  Chairman,  somebody  of  that  rank,  that 
is  what  we  are  talking  about,  had  to  have  that  rank  on  it,  so 
then  they  come  to  me,  and  on  the  matter  of  credit  approval, 
the  man  talking  to  me,  again,  I  go  back  to  the  fact  that  he 
has  done  all  the  credit  work  on  it,  he  comes  in  and  he  says, 
because  of  the  nature  of  this  loan,  it  must  have  your  approval 

And  for  this  amount  of  money  to  Monsanto  Chemical, 
you  wouldn't  need  me.   That  is  the  distinction  I  am  trying  to 
make  here. 

But  for  this  kind,  because  it  is  a  different  animal, 
it  does  need  me,  and  that  is  the  policy  of  the  bank.   That  is 
the  loan  policy,  and  we  stick  to  it.   There  is  no  fooling 
around  with  that  one. 

So  it  needed  my  credit  approval.  I  am  going  to  try 
to  remember  back  over  two  years  ago  to  what  somebody  said  to 
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me   in  presenting   something   that  had   to  do  with  the  matter  of 
making   a   loan   to   an  individual,    in  which   I   had  to   give    approva: , 
and  at   a   time   like   that   I   have    trouble   remembering   last   month, 
but   a   time    like    that,   what   I   would  look  at   is   principally   the 
safety   of   the    loan. 

I    figure  they  have  worked  out   all    the   other   details. 
But    I   am  concerned  with    the   safety  of   the    loan.      Just  doesn't 
look   like   it   is    going   to  be   a  good   loan  when  we   put   it   open, 
or  are  we  going   to  have   trouble  with  this    thing  later  on. 

And  when   I    take   a  look  at  it,    and   I    listen   to  their 
evaluation,    and   they   are   trained  people,    and   if    I    am  satisfied 
with  what   they    are   telling  me,    and   they,    the  way    they   are 
telling  me   in  the   relatively  brief   time,    that  we   have  somethinj; 
like    this,    then   I   will   say   okay,    I    approve   it. 

Now,   they  have  done   all   the  work  before   that,    and 
built  up   the  entire  credit  arrangements. 

MR.    HEIMANN:      Is   it    the    credit,   or   the    teiros,    or 
both? 

THE  WITNESS:      No,    the   credit,   and   that   is   why   5.t 
says    credit   approval.      That  is   approved   as    a  credit  before   it 
ever  goes    --    is    this    the  Money  Committee  sheet    --   yes,    it 
is   approved  as    a   credit  before   it  ever  goes    to   the  Money   Com- 
mittee.     Because    there   is  no  sense    in  going   to    the  Money   Com- 
mittee on  something   if  you  don't    approve   the   credit. 
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That   is,    B  follows   A. 

2  BY  MR.    SERINO: 

3  '!  Q  Is    one   of  the   evaluations   in  your  credit  approval, 

■1       the   rates    that   the  bank  will  be   obtaining   on   the   particular 

il 
5  il    loan? 

A    No,  not  particularly.   Because  the  matter  of  pricing 
is  something  that  my  man,  woman,  person,  who  is  dealing  with 
the  customer,  works  out.   That  is  his  or  her  job,  to  work  that 
out. 

I  am  doing  just  what  it  says  here.   I  am  saying  that 
I  think  that  if  this  loan  is  made,  this  bank,  stockholders, 
depositors  in  this  bank  are  not  going  to  suffer  any  loss. 
That  is  what  the  credit  approval  is  when  it  comes  to  me. 

Now,  the  rate,  that  is  another  consideration.   That 
is  where  we  have  the  Money  Committee. 

Q     Is  then  the  pricing  principally  the  function  for  the 
Money  Committee  to  decide  whether  or  not  this  is  a  properly 
priced  loan? 

A    That  is  why  they  are  in  existence. 

Q    Do  you  recall  specifically  evaluating  this  credit 
back  in  April  of  197S? 

A    Gee,  I  don't  remember  this  specifically.   The  name, 
Bert  Lance,  has  become  rather  famous  in  the  last  six  months, 
so  it  is  hard  to  say  that  I  didn't  really  pay  a  lot  of  atten- 
tion to  a  loan  to  a  man  named  Bert  Lance. 
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j  I  But   let   us    think  back   to  April   of  1975,    Bert   Lance      j 

2  !  was    a   fellow  who   ran   a  bank   in  Calhoun,   Georgia,    and  I    think      I 

3  !|  probably   had  some    ownership  in  some   other  bank,    as    I    recall. 

4  Of   course,   now   I    know  he   did,   but   at    that  time. 


trying   to  put  my  mind  back  in   -- 

MR.    BALAMUT:      All    they   are  asking  you,    just  listen 
to   the  question,   he   is    asking  you  what  you  knew   at   the    titr^. 

MR.    SERINO:      Yes,    at   the    time,    back  in  April,    1975. 

MR.    BALAMUT:      Not  what  you  know  now. 

THE  WITNESS:      At   that   time  very   little.      I   knew 
there  was    a  man  named  Bert   Lance,   and   there  was    a    loan   about 
him,    and   that   is    it. 

BY  MR.    SERINO: 

Q    When  loans  are  presented  to  you  for  a  credit  approval 
do  you  get  all  of  the  figures  concerning  compensating  balances, 
concerning  what  is  going  to  be  secured  by  --  concerning  the 
rate  of  interest  being  charged,  are  those  something  that  you, 
as  a  credit  approver,  ought  to  have  in  front  of  you  when  you 
approve  the  credit? 

A    Not  necessarily.   I  can  ask  for  anything  I  want,  and 
if  something  clicks  in  my  mind,  and  I  am  disturbed  by  some- 
thing, then  I  will  ask  for  information,  backup,  whatever  it 
is  that  disturbs  me. 

But  in  the  normal  course  of  events  I  am  doing 
principally  what  I  outlined  to  you  earlier.   They  are  telling 
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1  i  me,  these  trained  people  that  I  have  got,  that  this  is  the 

type  of  credit  deal  that  is  being  proposed,  this  is  how  it  is 

3  |;  going  to  turn  out.   This  is  what  they  think  they  are  going  to 

4  do  with  this  thing,  and  based  on  ray  confidence  in  thera,  and 

5  i.  what  they  are  giving  me,  then  I  say  all  right,  I  think  it  will 
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make  good  credit  or  not. 

Then  the  matter  of  price  might  never  come  into  it 
at  that  point. 

Q    Do  you  happen  to  know,  of  your  own  persona]  recollec- 
tion, who  was  on  the  Money  Committee  in  April  of  1975?   Were 
you  ever  on  the  Money  Committee? 

A     I  was  on  the  Money  Committee,  and  Mr.  Woodruff, 
let's  see,  Woodie,  myself.  Jack  Wage,  was  then  head  of  Inter- 
national, and  of  course,  Mr.  McGill icuddy ,  and  Phil  Minor, 
what  I  am  saying,  Phil  Minor,  head  of  Metropolitan. 

Q    When  this  matter  was  presented  to  the  Money  Committee 
do  you  have  any  recollection  of  receiving  this  information  as 
a  member  of  the  Money  Committee? 

A    Yes,   Now,  when  it  came  to  the  Money  Committee, 
again,  we  make  this  distinction,  that  is  why  I  am  making  it 
now,  when  it  came  in  as  a  matter  of  the  Money  Committee,  it 
was  like  a  lot  of  other  loans  that  are  made  to  individuals, 
set  up  on  a  secured,  demand  basis,  with  perfectly  good 
collateral,  and  with  a  good  rate,  and  when  I  say  good  rate,  I 
mean  good  from  my  point  of  view.   Because  prime  plus  one-half, 
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1  and  then  prime  plus  one  on  the  third  year,  that  is  a  fairly 

2  heavy  rate  as  this  type  loan  goes. 

3  Now,  if  we  made  a  loan  to  a  --  well,  if  you  make 
i 

4  other  loans  you  get  bigger  rates  to  commercial  companies. 

5  Q    Do  you  recall  this  loan  being  presented  to  the 

6  Money  Committee? 

7  A    I  don't  remember  it,  no. 

8  Q    I  note  at  the  bottom  there  is  some  initials,  CW, 

9  what  does  that  indicate? 
A    That  is  Woodruff.   That  is  C.  E.  Woodruff. 
Q    What  does  that  indicate  to  you,  the  fact  tliat  his 

initials  are  on  it? 

A    It  indicates  that  he  was  aware  of  it,  and  approved 
it.   That  is  all  I  can  think  of  that  it  means. 

Normally,  there  wouldn't  be  any  necessity  for  him 
to  put  his  initials  on  this. 

Q    During  the  meetings  of  the  Money  Committee,  when 
your  principal  function  is  the  pricing  that  the  bank  monies 
are  being  expended  in  the  most  profitable  transactions,  is 
one  of  your  functions  evaluating  the  spread  on  the  loan? 

A    Well,  we  are  told  what  the  spread  is,  and  like  so 
many  other  things  in  the  banking  industry,  this  is  not  a 
perfect  science.   Today  spread  has  one  meaning,  but  we  go 
back  to  this  period  in  time,  as  I  recall,  the  spread  at  that 
time  was  the  spread  over  the  money  cost. 
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Today   we    talked   about   spread  over   prime,    but    today 
that    doesn't   matter.      Back"  at    that    time   we    talked   about    spread 
over  money    cost. 

Q  Okay. 

As  part  of  the  value  to  the  bank,  do  you  include  in 
that  spread  the  fact  that  the  bank  is  going  to  obtain  balances 
of  20  percent  of  the  facility? 

A    Well,  you  would  only,  if  you  knew  in  the  original 
deal,  between  the  bank  and  the  customer,  because  that  is  a 
matter  of  contract  between  the  two  o£  you,  hov,'  t-)>is  tlting  i.s 
going  to  go. 

If  you  knew  that  the  customer,  and  your  people  had 
arranged  that  20  percent  balance  that  was  to  be  part  of  the 
arrangement,  part  of  the  deal,  then  yes,  you  figure  that  20 
percent,  of  course,  you  have  reserve  requirements  out  of  that, 
so  mathematically  you  come  out  a  little  bit  under  what  you 
arranged. 

You  might  have  arranged  ten  plus  five,  or  ten  plus 
ten.   There  are  a  lot  of  other  things  in  here.   Yes,  that 
would  be  considered,  if  it  were  arranged  ahead  of  time. 

Q    So  that  if  you  look  in  that  inter-office  letter, 
CC  Number  1,  the  spread  of  2.2.S3  percent,  if  the  balance  20 
percent  of  facility  was  a  contract  with  the  customer,  would 
necessarily  reflect  the  --  that  fact  in  the  spread? 

A    Well,  as  I  say,  we  were  at  the  time  this  was  done. 
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going   back   over    20   years,    we   were    talking    about    the   spread 
over    the    cost   of  money. 

I    can't    remember,    sitting   here,    what    the    cost    of 
money   was    that    day,    or    that  week,    and  what  we    averaged   out    to 
buy    a  prime    rate,    if    I    can   just   pick   some    numbers    to   play 
with,    because    I    like    to   play  with   numbers    better. 

If    the  prime    rate   were    --    let    us    say   eight   percent, 
and    I    think  maybe    at    that    time    it  was    somewhere    --    it   had  been 
12,    and   it   started   coming  down  by    this    time,    what   the  prime 
was    right    then,    I    don't   know,    but   it  had   to  be   somewhere 
around   eight. 

So   if  you  did    a  deal   where   you   had    eigl)t   percent 
prime,    and  you  have  got   a  half   over,    now   if  my   money    cost   is 
somewhere    under   eight  percent,    and   it   must  be    eight,    what    the. 
money   cost  was    that   day,    I    don't   know,   but   suppose   it   had  been 
six   and   three-quarters,    I    am  just  picking   numbers   out   of  my 
hat,    just   from  experience    in    the    industry,    but   suppose   we   had 
a   money    cost    of  six   and    three-quarters    and   a   prime    of   eight, 
I   have    a   1.25    spread    right   there,    don't    I. 

Then    if    I    had    another  half   on    top    of    that,    I    have 
got   1.75.      You  know,    give   or    take,    if  my   arithmetic   is    at   all 
right,    and   since    I    am  not   dealing   with   balances,    I    am  not 
playing    around  with    discounting   out    of    this,    so    I    have    plain 
arithmetic. 

If    the   prime    were   eight,    and   my   money    cost  was    six 


!i 


1197 


20 
and  three-quarters,  then  I  have  a  1,75  spread  just  in  there. 

Now,  what  the  money  cost  was  that  day,  you  have  got 
I't  know. 

Q     Let  us  get  back,  if  we  may,  to  April  Z'l  ,  1975>,  and 
this  particular  transaction. 

Would  the  fact  that  there  were  going  to  be  balances 
of  20  percent  of  the  facility,  be  a  significant  fact  for  the 
Money  Committee  to  evaluate  on  whether  or  not  to  make  this 
loan? 

MR.  BALAMUT:   Bob,  I  think  you  are  assuming  some- 
thing in  that  question. 

MR.  SERINO:   Let  n.e  rephrase  the  question. 

BY  MR.  SERINO: 
Q     From  your  experience,  as  a  member  of  the  Money 
Committee,  would  the  fact  that  the  particular  loan  in  question 
was  to  have  balances  of  20  percent  of  the  facility,  would 
that  be  a  significant  -- 

MR.  BALAMUT:   I  am  sorry,  but  you  are  still  assuming 
a  conclusion. 

MR.  SERINO:   I  am  assuming  that  they  were  committed 
to  have  20  percent  of  facility  in  this  particular  loan. 

MR.  BALAMUT:  I  think  you  should  ask  him  whether 
this  loan  is  supposed  to  have,  and  I  think  you  have  to  ask 
him  that  question. 

BY  MR.  SERINO: 
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Q  Are   you    aware,   of  your  own   independent   knowledge, 

whether   this    particular    loan  was    to   have   balances    of    20    per- 
cent? 

A  These    loans   normally   don't  have   balances    that    go 

with    them. 

In   the    first  place,    as    I    recall,   some   of  the   memos 
that  had  been   issued,   you  can't   do    this.        You   can't   tie    these 
dam   things    together.      You  are   not   allowed   to.      So  we    don't. 
So  we   make    a  deal   like    this,   we   are  making   a  deal,    and    I    see 
you  have   got   20  percent   of   facility  on    that  sheet,    that  has 
got   to  be   something  else. 

MR.    HEIMANN:      Wc   don't  have   it   on   here.      Manufacture] 
has    it   on    there. 

THE  WITNESS:  There  are  a  million  of  these  things 
made  up.  In  a  case  like  this,  no,  we  would  not  look  to  any 
balances,   because   you   can't  do   that. 

Now,    that    isn't   to   say    that   --    if   I    can    go   over  nov; 
to   try    to   answer  what  you   are    --    if  you    are   particularly 
asking  me   something,    in   any    loan,    because    the  mathematics   where 
you   end    up   on    the    loan,    as    to    the   mathematics,    we    had    the 
rates,  whether   it  be  prime,    fixed,    or  whatever   it  is,    and    if 
we   have    an   agreement  with    the  borrov/er,    that    the   borrower   will 
supply    the   balances,    be    it    a  certain  extent,    ten   percent,    or 
five,    then  you   can  put   those   into  your   arithmetic,   but    a   loan 
like    this,    you    know    -- 
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MR.  HEIMAN:   Can  I  ask  a  question? 
MR.  SERINO:   Yes". 
BY  MR.  HEIRANN: 

Q    The  Money  Committee  sits  down,  and  it  has  a  pile  of 
papers  in  front  of  it? 

A    Some  days,  only  one. 

Q    And  the  only  consistent  measurement,  vis-a-vis  the 
measurements  that  are  used  in  this  document,  is  the  spread, 
because  that  does  take  into  its  proper  calculation  your  cost 
of  money  at  the  time,  plus  all  of  the  proposed,  or  presumed 
terms  of  the  transaction,  and  so  that  the  Money  Committee  can 
look  at  the  spread  and  see  what  the  rate  of  return  will  be 
in  the  institution,  all  factors  being  calculated  in,  and  1  am 
not  trying  to  say  that  is  tiie  way  you  do  it,  tliere  is  a  certaii 
kind  of  logic. 

There  has  to  be  something  consistent,  and  I  thirik 
it  makes  a  lot  of  sense  to  use  the  spread,  so  that  the  spread 
is  a  calculation  which  gives  comparability  for  loans  that  you 
look  at  and  pass  on,  is  that  it,  in  terms  -- 

A    In  a  general  way. 

Q  Yes,   because    from  what  we    gather,    the  Money   Commit te 

doesn't    study   each    loan,    unless    there    is    something   strange 
about   it,    or    for   some    reason.      So    that    the    spread   would   be 
the    form,    am    I    correct,    in   assiuning    that    the    spread   would   be 
the    form   of    comparability   being   used    as    a   general    guideline 
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I 

1  i  of  that  loan,  what  that  loan  will  produce  for  the  bank,  as  you 

2  can  best  calculate  it  at  the  time? 

3  A    In  a  numerical  sense,  yes.   Just  throwing  around  the 

4  I  arithmetic,  sure. 

c  Q  Thank  you. 

J  Then   is    it    fair  to  say,    and  you  can   leave   this    one 

7       aside,   but  you   can  look  at  it,   you  see   the  sheet,    and   there 
g        must  be   a  band  of  spread  that  you  consider  the  Money   Committee 
o        considers    acceptable  at  any    time? 
A  Yes. 

Q  And   if   there    is   something   stuck   out   on   that,    the 

Money   Committee   is  way    above  or  way  below,    someone  would   say, 
what   is    that? 

A  That  is    right,    sure.      There  would  be    an   explanation 

of  why  you  want   to  do   it. 

Q  I    am  just   trying    to   find  out   the  process.      So   it 

is    fair   to  say   --    I    don't  want   to  put  words    in  your  mouth, 
but  if  you   look   at    this,    and  see   the    2. 253,    are   you    looking 
at  each    loan,   or   the   -- 

A  You  look    at   the  whole    thing,    and  you  have    a   feel, 

because   you   do    this    every   day,    and  as   you  say,    there    are 
piles    of  papers    some   days.      You  have   a   feel    for  what    that 
kind   of    a    loan   does    in    the   market,    and  principally    I    think 
when  you    look    at    this    loan,   you    look    at    the   prime   plus    one 
half,    and    then   the    kicker    to    a    full,    and    then   right    there   you 
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decide    that   you   had   good   pricing    on    that    loan.      Just    in    itself 

MR.    BALAMUT:       I    don't    think   it   is    the    intention   of 
this    colloquy    --    I    don't    think   Mr.    Jenkins,    however,    is    saying 
that    there   was    an    agreement    to   have    compensating   balance    froin 
anybody. 

THE   WITNESS:      No,   you    can't  do    that. 
BY   MR.    SERINO: 
Q  Do   you  have    any   knowledge    that    there    was    20   percent 

compensating    balances? 

A  My    understanding,    there  was    no    agreement    about 

balances . 

Q  How    do   you    reach    t.tiat    feeling? 

A  I    remember  back   two  years,  when   I   was    talking    about 

this    thing.       If    a   fellow    came    in    to   me,    one    of  my    loan   people, 
and   said,   hey,   we    are   going   to   do    this    deal,    and    it   is    going 
to  be  based  on    third  party   set   of  balances,    at    least   what   I 
call    third   party,    somebody   else's    balances,    he    has    troubDc 
with  me    right    there,    because  you  just  can't    do    that. 

My    friend  on  my   left  here  would   --    I    hate    to   say   whai. 
he   would   do    to   me. 

MR.    HEIMANN:      Would  you   like    to    identify  your    friend 
for    the    record? 

THE   WITNESS:      Mr.    George    Balamut. 
BY  MR.    SERINO: 
Q  Have   you    discussed    this    loan    recently   with    anyone. 
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concerning    that   particular  phrase    of   20   percent   balance? 

A  Well,    there   has   been   a   lot   of    talk   about    it,    because 

I     obviously    it    is    of   interest   to   me,    and   it    is    one    of    those 
things    that   stick   out,    and  there    the   darn   thing   is    right    in 
the   memorandum. 

It  says    something   about  20  percent  balances.      Very 
unfortunate   piece   of  wording,   which  perhaps   we   are   stuck  with, 
but  we   certainly   did  not   iiave   any   intention   that   there  would 
be   20  percent  balances    on   this    loan. 

Q  Is    it  your   testimony   then    that   as    far    as   your   posi- 

tion on   the  Money  Committee^    and  your  position    on   the    credit 
evaluation  of  this   loan,    that   from  your    recollection  you  had 
no   -  -   you  were   not  influenced  by    the   fact   that   there   might 
be   a   20  percent  balance? 

A  That   is   right. 

In   fact,    I   probably  would  have   remembered    it  Uie 
other  way.      Had   there  been   a  proposal    to   use    20  percent 
balances,    and  you  and   I    are    talking   about  balances   of   another 
entity,   not  of   the  person  being   loaned    to,    that   is   what   this 
is   all    about,    at    that  point,    as    I    indicated   a  few  minutes 
earlier,   we  would. have  had  a   stoppage    right  there. 

Q  You  don't  have    any   independent   recollection. of 

seeing    this   April   24th,    1975  inter-office    letter,    do  you? 
The    one    in    front   of  you. 

A  Well,    sitting   here,    I    don't,    no.       But    I   might   have 
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1  i;     I    see    a   lot   of  pieces    of  paper   during    the    course    of   the    clay. 

2  j     I    can't    tell   you   whether    I-have   seen   a   particular   piece    of 

3  jj    paper   or   not. 
BY    MR.    HEIMANN: 

Q  This    is    a  hypothetical. 

Let   rae   back   up    and   come  back    around    it. 
It   would   be    easier    to    reconstruct    the    spread    on    this 
loan    -- 

A  Go  back  into   the   figures    of  that  day? 

Q  Yes,   whatever   the   cost  happens    to  be    that  day.      It 

would  be   easy    to    reconstruct  what    that  is,    and   reconstruct   the 
spread   calculations? 

A  Yes,    assuming    the   spread  was    done    accurately,    yes. 

Q  Well,    I    am   assumiug. 

A  All    right,   we  will    assume    that   it  was, 

Q  I    gather   this    institution  has    things    come   out    of 

the    computer   that  help  people   conduct  spreads.      I    am  not   sure 
whether  your   computer    is    actuiratc,   but    at   least    that   day  your 
spread  would  have  been   conducted  on    that   computer.      Maybe  your 
computer  was    off   for   that  whole   day. 

If    that   spread  had   --    I    don't   mean   to   make    this 
sound   like   an  unfair   question   --    if   that  spread  includes 
within   it   compensating  balances,    I   mean  the   effect   that    that 
would  have    on    the    spread    to  whatever   it   happens    to   be,    or    -- 
it    is    impossible    for  you    to   answer   this,    I    realize    that,    but 
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'  j!  I  am  trying  to  reconstruct,  in  my  own  mind,  what  goes  on  -- 

^   if  that  had  been  a  much  lesser  number,  because  the  compensating 

^   balance  was  Xed  out  of  it,  and  it  would  be  --  if  the  20  per- 

I 
: 

cent   compensating   balance   has    to   push   that    amount    up,    and    it 

5  :    would   come    in   at    a   considerably    lower  number,    I    can't    ask   you 

6  would  you  have   approved   it   or  not   approved    it,    but    that  would 

7  still   be   some   number   that  you  would   look   at   to   determine 
whether  or  not   the   rate  was    a  correct  one    for   the   type   of   loan 

9  that  was    being   made. 

10  What    I    am  having    trouble  with,    frankly,    is    there 

IJ  has    to   be    some    form   in    any    institution,    comparability,    and    I 

J2  am   trying    to   determine  whether   it    is    the   spread    tliat    is    the 

13  comparability. 

14  A    Let  me  try  to  straighten  it  out  for  you. 

J5  The  difficulty  here  is  that  we  are  not  looking  at 

15  three  loans  that  are  being  made  to  three  manufacturers,  for 
certain  terms,  whatever  they  might  be.   We  are  looking  at  a 
revolving  credit  to  one,  on  a  two  and  five  basis,  and  a 
revolving  credit  to  another  on  a  four  and  four  basis,  and 
whatever. 

Those  are  easy  to  compare,  one  to  the  other,  and  you 
go  down  through  them,  and  that  is  where  you  really  look  for 
that  number,  that  spread,  when  you  have  comparable  kinds  of 
loans. 

Very  honestly,  looking  at  a  deal  like  this,  when  I 
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get    down    to    the   point  whore    [    see    these    rate    figures   here,    and 
tiie    amount   of    the    loan,   v;l\i  lo    I    can't   borrow    thai,   kind   of 
money,    and   maybe   nobody    ja    i.KLs    room  can,    stiJl    it   is    3iot    a 
huge    amount    of   money    as    v/.-;    (.ook    at   monies    alj    day    Jong,    wc 
look    at    loans  5    this    is    a    o.-!  i  .-U:lvely   small    loan    to   those    of 
us    who   handle    national    accounts. 

Not    to   sound   sno!)!)lsh,    it  is    just   that   is    the   way 
life    is.      Very    few  corpor  li. i.ous   borrow   $3   mijjjon.      Tlicy 
borrow   15   or   25,    or  whatcviM, 

So   when    I    look     li     this    amount    of   money,,    and    this    kinci 
of  rate,   you    know,    I    am  s.' >  i -.  fiod,    in.  fact,    the  day   Jsat   tiiero 
I   might   not  have    looked    a'     <  !\o     -o^t  of    this    nhcct    --    J    aJrcady 
said   the    credit  was   okay,      'i.l   the   pricing    thai,   tho  Money 
Committee    is    looking    at,    ro     (    look   at   it,    and    as    I    knew    it 
to  be,   because    as    I   say,   yovi   c^m't  have    tie-in   balances.      This 
rate    looked   full   enough   t«    m.o,    aad   I  knew   it  was   we]]    seciired, 
so    in   my   ovm  mind,   you  knnv      tlvis    one  passes  r 

Nov; 5    it  is   not   '1'^-   <?an'-^   as   a   loan    'o   Cyrus   F-rie 
Corporation  of  Milwaukie,    »■■    against  a   loan    froin  Monssnto, 
as    against   a   loan    from  an  )i:ltcr    industrial    company. 

Q  Does    the  National.    Hanking  Division  of  yours    also 

handle  bank    loans? 

A  Loans    to    -- 

Q  Would   it   include    /Uhir;   it  the    correr^pondcnt    relatio^i 

ship   of  banks    throughout   thf;    country  under   the   National 
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Division? 

A    Our  National  Division  covers  everything  we  do  in 
the  U.  S.,  regardless  of  type  of  business. 

Q    And  how,  in  your  Division,  do  you  determine  the 
profitability  of  one  of  these  accounts?   I  am  now  talking.' 
about  the  correspondent  bank  relationship  account  between 
Manufacturers  Hanover  and  a  bank. 

A    We  are  in  the  tliroes  of  working  up  an  accountability 
sys  tern. 

We,  like  most  moinbers  of  the  banking  industry,  are 
not  way  ahead  on  this.   This  bank  is  probably  a  little  further 
than  most,  because  it  is  a  big  bank.   It  has  a  lot  of 
resources . 

So  we  are  now  in  the  process ,  and  when  it  is  going 
to  take,  the  computer  people  can  tell  you  whether  it  is  going 
to  take  another  year  or  year  and  a  half,  whatever  it  is,  that 
we  are  going  to  have  a  system  which  gives  us  a  sheet  of  paper 
that  says  profitability  on  this  account  is  so  much,  all 
things  considered,  and  then  this  account,  and  this'  account. 
Because  then  you  have  to  make  sure  you  are  comparing  oranges 
with  oranges,  and  not  apples  with  oranges. 

We  are  in  the  process  of  having  that  system.   The 
banking  system,  as  you  knov/,  is  not  something  ordinary  to 
have.   We  think  we  are  getting  close  to  it.   We  are  not  good 
at  it  by  any  means.   So  we  can't,  you  know,  many,  many  cases. 
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and  probably  in  most  cases,  except  on  some  pilot  areas  of  the  i 

2  bank  where  we  have  this  thing  piloted  up  and  going,  we  can't 

3  take  this  account  and  this  account,  be  it  two  banks,  and  put 

'*  I  them  together  and  say  this  is  the  profitability  of  97  percent 

5  of  what  you  should  be  getting,  and  this  one  is  82  percent 

6  of  what  you  should  be  getting. 

7  But  we  are  getting  close. 
Q    But  within  the  present  system  of  the  bank,  you  have 

9   a  methodology  by  which  you  do  measure  profitability,  albeit  on 

10  alimited  basis? 

11  A    I  think  we  are  having  trouble  with  the  word  profit- 
j2   ability. 

13  Q    Can  you  show  him  that  sheet? 

14  A    Okay . 
You  are  looking  at  account  analysis  sheet,  profit- 
ability, that  is  something  else.   That  is  a  whole  different 
subject. 

Account  analysis,  strictly  is  a  matter  of  applying 
a  cost,  assuming  that  you  have  costed  your  items,  plus  a 
markup,  to  get  a  price,  and  then  that  price  relates  through 
an  earnings  allowance  into  a  balance  requirement  per  item, 
and  then  number  of  items,  and  you  get  the  balance  required 
for  that  piece  of  activity. 

Now,  theoretically  --  not  theoretically,  when  you 
add  up  all  the  balance  requirements  for  all  of  the  activity. 
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what  you  have   got    is    the  balance    that   is    required   for  purely      I 
mechanical    and  measured,   not   --    as    I   say,   we    have   made   great 
progress,  but  we   are   not   there  yet.      Products,    not  only   do  you 
--   not  only   do  you  know    the  number  of   items,    but  you   also 
know   the    true  price    that  you  need   to  get   for   that  item. 

When  you   add   all    that  up,    then  you   do  have   the 
balances    required   for   that  kind  of  activity.      It  doesn't   in- 
clude --   well,    I   could  sit  here   for  the  next   two  hours,    if 
you  had   the   time,    it  doesn't   include   talking    to  me,    if   they 
think   I    am  worth    talking   about  something,    it  doesn't  include 
talking    to  Tilford  Gaines,   our  economist,   or   Paul  Hannah, 
Executive  Vice  President  of  our  Holding   Company,      If   they 
want   to  know  something   about  holding  company  procedure,    or 
whatever    it  is  you  want    to   know.      It   doesn't   really   include 
the   cost  of  calling   on   them. 

It  doesn't  include   a  lot  of  things    that  are   outside 
of   the    listed  services.      So    I   have   to  stress   with  you    that, 
I  know  what  you  mean  by  what  you  are  saying,   but   I  want  you 
to  understand   that  what    I   am  saying   is    there   is   a   lot  more 
than  what   is   on   this   sheet. 

Q  Then   as    a  member  of  management   in   charge  of   this, 

how  do  you  determine,    in   the  present  system,    whether   an 
account   is   profitable   or  not,    in  consideration  over   and   above 
that   calculation,   whatever   that  number   is? 

A  You  almost  have   to  start  with   that. 
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Q    Over  and  above  CC-5,  how  do  you  determine  whether  or 
not  that  is  a  profitable  relationship  for  this  institution? 

A    Obviousl/,  just  to  hit  the  obvious  for  a  moment,  and 
go  from  there,  if  the  balances  don't  add  up  to  what  they  should 
be,  then  we  have  a  problem.   The  Account  Office  has  a  problem 
with  me,  that  is  what  the  problem  is.   Because  he  has  to  go 
out  and  try  to  get  that  thing  up. 

If  the  sheet  shows  that  we  break  even,  then  that  is 
okay,  if  account  officers  realize  that  that  is  really  all  we 
do  with  that  bank,  and  they  never  ask  us  to  work  with  them  on 
loans,  they  don't  take  up  a  lot  of  time  that  we  could  be 
spending  elsewhere,  figuring  out  whether  we  want  to  go  into 
a  loan  with  them  or  not,  there  is  no  other  rumpus. 

They  send  us  their  checks  and  coupons  and  whatever 
else,  that  is  it.   Straight,  mechanical,  and  that  comes  out 
even,  because  it  has  our  markup  on  it.   That  is  a  profitable 
account.   That  is  exactly  the  way  it  should  be. 

Now,  then  that  is  a  negative,  and  breaking  even, 
and  having  more  than  that  is  the  only  three  you  can  have.   So 
if  there  is  more  balance  than  is  required  in  this  numerical 
exercise,  then  we  have  a  whole  separate  problem. 

Think  for  a  minute,  what  more  do  we  do  for  these 
people  to  help  them,  to  warrant  their  having  that  additional 
money  with  us? 

Well,  again,  I  can  cite  Tilford  Gaines,  I  can  cite 
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all  the  services  o£  this  bank,  I  can  cite  international  inform- 
ation.  We  don't  have  anything  for  that  on  this  sheet.   We 
might  supply  them  with  all  kinds  of  information,  kinds  of 
things  to  help  them  in  making  judgments  of  their  own.   This 
kind  of  thing  goes  on. 

It  is  not  on  the  sheet,  and  I  have  no  way  of  accurately 
measuring  that.   It  is  just  a  feel  that  we  do  more  for  these 
people  than  is  simply  called  for  on  a  mechanical  sheet  of 
paper,  that  can  include  all  kinds  of  things. 

I  mentioned  loan  participations.   Some  banks  we 
spend  an  inordinate  amount  of  time  going  over  what  they  want 
us  to  do  for  them  in  the  way  of  lending,  and  a  great  many 
times  we  may  turn  it  down.   Very  many  times  we  take  on  the 
loan  because  it  is  helpful  to  them  to  participate  with  them 
in  some  kind  of  a  loan  transaction,  to  a  local  company, 
where  they  don't  want  the  competition  locally  to  get  a  foot 
into  this  thing,  so  we  step  in  and  help  them.   That  is  not  on 
here. 

Now,  all  of  that  goes  into  a  futures  system  that 
we  have  hopefully  coming  out  of  the  computers,  and  again  I 
say  the  year,  year  and  a  half,  whenever  we  are  going  to  get 
this,  then  we  start  to  get  profitability,  because  then  we 
take  in  a  lot  more  of  the  activities  that  are  involved. 

So  it  is  a  matter  of  judgment  as  to  whether  these 
fellows  are  using  you  beyond  the  pure  arithmetic  of  this. 
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where  there  are  excess  balances. 

Q    It  is  really  the" judgment  of  the  account  officer? 

A    The  district  fellow  is  the  kingpin,  there  are  ten 
i  district  heads.   They  know  their  accounts,  and  they  know 
whether  they  have  excess  balances  or  not,  from  the  analysis, 
and  if  they  do,  what  are  they  doing  to  earn  the  excess 
balances? 

That  is  something  that  the  district  heads  and 
account  officers  know. 

Q    This  is  logical,  I  understand.   You  are  looking  to 
the  account,  where  is  the  head  of  the  account  to  make  some  of 
these  determinations? 

A    Sure,  that  is  one  of  these  things  that  he  is 
trained  to  do. 

Q    Let  ne  ask  the  next  question  -- 

A    I  used  to  do  it.   I  have  done  all  these  jobs. 

Q    Since  this  is  asuperbly  run  institution,  and  that 
is  not  gratuitous,  counsel,  I  suppose  it  is  perfectly  possible 
to  reconstruct,  and  cost  back  the  services  provided  for  in 
any  institution,  if  you  wanted  to,  on  a  hand  basis,  do  a 
profitability  analysis. 

Let  me  explain  that. 

If  people  from  this  shop  have  ^one  to  that  bank 
to  help  train  people,  if  there  is  a  record  of  that,  if  they 
have  met  with  Tilford  Gaines,  that  clearly  would  be  in  his 
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records,  or  whomever  we  are  talking  about? 

A    You  are  a  little  more  confident  in  those  indications 
than  I  am.   A  lot  of  things  happen,  but  they  are  not  written. 
We  can  bring  somebody  in  to  talk  to  Tilford  Gaines  for  an  hour 
and  I  am  not  sure  Tilford  has  a  record  of  it  anywhere.   I 
rather  doubt  that  he  has.   Because  he  talks  to  people  all  the 
time.   He  is  constantly  talking  to  them,  and  we  might,  or 
might  not  make  a  memo  that  included,  was  a  visit  to.  Tilford 
Gaines.    There  might  be  in  it,  but  how  long  it  took,  and 
the  value  of  it,  we  are  so  damned  imperfect  it  is  hard  to 
say. 

Q    I  mean  time,  energy,  expenditure  of  funds.   I  don't 
know  what  the  value  is. 

A    The  fact  that  it  was  done. 
MR.  HEIMANN:   That  is  all. 

MR.  SERINO:   I  don't  have  anything  further. 
Thank  you,  Mr.  Jenkins. 

(Whereupon,  at  3:10  p.m.,  the  taking  of  the 
deposition  was  concluded.) 
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X,    Joj;Ci>h    i^ov^ers,    thi    t:^  '  ic-i'i'  p;  ':-::r-;  v;>ton,   the    fore- 
gcinji   deposition  v/as    cakci/do   herv^bv  corilfy    t;.^t    the  vil  ^ness 
vmoGp    t.-?stir-.cny    appsur^    in    iha    f  crG,".o.-:ig  dep  isitio?!  v.TiS    duly 
Si- cm   '.);'  ri:v=. ;    chnt    the    vos  ciir.cn/   of  y-ni'.l  'ly.tr.^.,.^   vac    takr^Ji   by 
r.:fe   steooiii-a^hic.illy   p.nd    thoreafta:--   roau-^ed   i.c    c/i.ewri'cinjj   uridci 
liiy   diTcction;    that  said  cr-posiiion    Is   a  tru*-   record   of   the- 
testimony   .^ivrrfi  by   said  vitness;    that   I    am  reithei    counsel 
for,    relai.ed   to,    nor  emplo/ed  by   any   o?  the  parties    tc   the 
action    in  which    this   deposition  was    taktn;    and,    further,    that 
I    r:r.  mt    a  vs.lstive   or  ei!iplcyfc-:;   ox   .^ny   attornsy   or  counsel 
2irp?.oyed   by    the   parties   hereto,    hj::   xt.m^ncislly   or   otherxise 
ifiterosted   in   r.he   outc.oir.e   of    the    r>-;;tio.i. 


the   State  yi"  >!sv.'  York 


Hy    t-^rin  -^/.pi'.ris   March    jO,    1979, 
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OFFICE  OF   THE  COMPTROLLER  OF    THE   CURRENCY 


X  -^>J-  ."■J'^Uv-^-^t.-  i^v   "  r-  .  UA^  Monday, 'August  :8,':j^  77--^ -t 


Investigatory  deposition  of  Robert  Brougham,  taken 

at  the  offices  of  Robert  J.  McKecin,  Jr.,  350  Park  Avenue, 
-. Qonference,  Room, r<i 0th'  Floor,,  KewYozk^  New  York,  ^pursuant,  to  '. 
^  notice, ^JbBgixiaija.3~^X^.:15\p, ml  /  before  Joseph '  Rogers , ;  a'sotary 

public  in  and  for  the  State  of  New  York,  when  were  present  on 

behalf  of  the  respective  parties: 

"*  ..  On'behalf  of. "the^ Deponent; '^/C^:>'-vv^^      -^1  - ;  ' ' -^'.*'''  -^ 

J  /^  ^"^^  '-"GEORGE -B/^BALAMUT,  ESQ.  ,  '  '  '  ^^'tft  '  "^^  'Vf "'  .    %  '   ~r' 

'-•"-"""'■—'-•"'Simpson,  Thacher  &  Bartlett,'-;' '?'"■"" ''^   -'^  - 
350  Park  Avenue, 

New  York,  New  York  10022 

„.-  »  O'i  behalf. ^ofjthe, ^Comptroller. 9f_the  Currency:, 

,;• -.'r^  ■-■•%>/■ /JOHN  HEIMANN,  ;  "^^  '^  '    '-''^  ^'^''■-yC-'^'t-:':-^^'^^' '.^''"'■•^'^''^^'^ 
.4)  ..,.--   Comptroller  of  ..the  Currency  '   ..  .  '   .  .,^  ,.,  -  l  '. 

>^^^;..-   -  ROBERT  B.-'SERINO,         ..•■-•>.:     "   -  -  ».  ^ 
.^.  ■'•   Director,  Enforcement  and  Compliance  Division,  -, 
Comptroller  of  the  Currency,       -  - 
Administrator  of  National  Banks, 
Washington,  D.  C.  20219 


^  'V^;--'.-  »•-■  A-'-*'*:' 


i— -*■■-■?» 
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PROCEEDINGS 


..vijs--^    ..^.,MR.  MERINO:.     Would  youstata  your  name  and  home     '-    - 

_  >-  ■  "?*.T••'?^J.J•<.v.i''->■■  J  ir, -■'••>" •-•••'j^.  .'"'-.  •■'*•,  •'.  •  ■ ,      -  ..   r.,-    ■■  .-'■  :  ■■r  - 

,^addrass?::-^}.^-j;?^?^|a^i;^:::^-;tV^ 

",^' >.'."'- .Vf>-   -T  ' '  — '-  ■•  ^'■.     ■'  .  •■•  .  ■'-.•■■..'-..  .^.v,^,—;..  -.-r,  ■«■«»:••*•.,  i, 

MR.  BROUGHAM:   Robert  Bruce  Broughcim,  292  Engle' •  ' 
Street,  Tenafly,  New  Jersey.  '"  '  *^ 

-.- .^,./-.,r./.  '"^MIU-iSERIJiav^-Mr  Comptroller' of  the  .: 

^Currency  Is'  conducrting  ""a  special,  investigation  into  certain  '"  ' 
.■  activities  occurring  ^at  national  banks ,  which  we~  believe  you 
have  information  on  because  of  your  position  here  at  Manufac- 


turers Hcuiover.  .. 


^fji.*;*"^*  ^■"  T!^J.  .Although- yduj^ara  appearing  liere'pursuant' to  ,.a  subpoe:  la , 
"yovur  testimony  must  be  voluntary.     '"      "'  «--   •'"^-' 
Do  you  understand  that? 

,,  .,,-MR.  BROUGHAMt,  .y«E,  .  sir.,  ^  =  ...^_..w':  >  -.■  .-     - 

'^"j  •;  .];.:73^^v:i!R.  .S ERINO »^' T; If  evidence  is* developed  ^indicating  vio 
lations  of  Federal  or, state  law,  the  testimony  given  here  may 
be  used  against  you  in  any  state  or  Federal  proceeding.  ■. 
Do  you  understand  ttiat? 
MR.  BROUGHAM:   Ycs,  sir. 

MR.  SERINO:  "  You  may  refuse  to  answer  any  questions, 
the  answer  to  which  you  believe  may  incriminate  you. 
»ii,i,^V;^.-r.,-Po  you  understand,  that?  \.i.  ■  .^i-^^.-:-  :f^  .  '■^■^^'  \...  ,-^:c-i^   » 
~7 -^^n^^:''  "^  MR. ; BROUGHAM:- -•, Yes,  ''sir.'■'■■'V^^■:^^t>:^•;f;t:■:'^.':  ■  '-^  '^;. 
"   '   MR.  SER2NOJ   You  may  be  represented  by  counsel. 

I  understand  Mr.  Balamut  is  your  counsel  here  today. 
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is  that  right? 

MR.    BROUGHAM:      Yes,    sir.     .    _ ,...-„^...„^,..^.v..,.,   -   . 

"->•;'; v. vX.^^-;;';;:MH..  SERINOi?;^:I^at;''any  time,  you  .desire  «to  .speak  with 
counsel,  you  may  speak  with  him  outside  of  the  room  or  take 
permission  to  take  leave  and  discuss  the  matter  with  him. 

MR.  BROUGHAM:.  .  Thank  you.      .   -  •  .^r-   p-.-S,   •  •>-;; 
.".'  '^    .-  :  MRi'iSERINOr'^. Understanding  the  fojregoing,- do' you  wisiji 

to  proceed?        -    '  ■      ■' -         ».--.. 

MR.  BROUGHAM:   Yes,  sir. 

MR.  SERINO:   Would  you  swear  the  witness,  please? 

l^  '/-'';■•  ~   '  '""  1,'^^-i^y"'^^ '" :'"^c^ '-C  ^*"''^'---'-,'""  '  -T-^  ,--■-  -I'-'-V  ;y-i-  '-■^.■", .- 
'-'•■;'.:"^^" Whereupon,  '<^-!'r!<Ji:.-.^i^'^^^^^^  sf  •,^'.'^-^\^r''--  .i'-v*  >-^-.  ■.-■^•'^J 

•<-(i'-'y'\-^s :■:'■■■   ;;  ,;.:--:;-«t'".^'y  •  -'  ■ -^^  '•'.■"'    '  ''■    '-"'■   V  -c■-^ ...-_- ?-■*'  ■■.-■■^    "'..' 

-^.-.^t'.-;;  .-,:^.'---  ROBERT  B.  BROUGHT 
was  called  as  a  witness  and,  having  been  first  duly  sworn  by 
the  notary  public,^.was  examined  .and  testified  as, follows: 
V-  .;'ipCAMniATICN' ON:  BEHALF  "^OP-COMPTROLLER  OF  THE  CURRENCY- '•;'•.. 
•.'•■'--   ■  BY  MR.-  SERINO:  "'-■■■■  •■■^.  .>,.;.-.-  -.;  r'-:;-V-,,i-,;:  -"..^  :  ■ 

Q    Mr.  Broughcun,  would  you  state  over  the  past  ten  year^ 
the  nature  of  your  employment  related  to  banking,  please? 
A    Yes. 

I  have  been  in  the  Southern  District  of  the  National 
Division  of  Manufacturers  Hanover  all  during  that  period  of 
time  in  various  functipns  .j  I  am  now  the  District  Head  in  CharAe 
of  our  Business  with 'Correspondent  Bcinks,  corporations,' et'  ' 
cetera,  in  four  southern  states,  Georgia,  Alaibama,  Mississippi 
and  Florida. 
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0    When  did  you  become  the  District  Head? 
A    I  really  can't  remember  the  exact, date  of  that. 
-:-';;'^;^-Q  i^v;  Approxinately.what  year?  '^:'-'''/\x-^-\'-a^':'',^''^-_^  --^z.:^^--^ 
A    Four  years  ago,  sometliing  like  that. 
Q     As  District  Head,  what  is  your  function? 
A    Well,  I  „2un  to  supervise  ther.activitie^^pf  the  Distrj-tt, 
-'to ..insure  that  .we  ^ attract  business ,"ve.  service ^^the.J loan  busi-t'^ 
nesses  of  the  District  prudently,  administrative  matters,  per- 
sonnel, et  cetera. 

Basically  I _ain  charged  with  making  Rure  that  Manufac- 
turers Hanoyervhas'good- business  in;the:southeastem  states, 
""fthat  it  is  'prudentV^thatitis  conservative,  that  it  is  attrac- 
tive to  the  bank. 

Q    As  District  Head,  who  would  be  your_  inunedi ate  superi(!>r< 
'-. <: '.ji  A  y.  :^   Presently /^ny  -immediate  superior  is]  Fred  Reiger^ .  .  ~- 
Senior  Vice  President.'".^  *y    "  ''  '  - 

Q  ^^_  What  position  does  he  hold  in  the  bank? 
A    Senior  Vice  President  in  charge  of  the  region  with 
four  districts  similar  to  mine,  according  to  him. 

Q    And  within  your  division,  who  would  be  reporting 
directly  to  you? 

A  All  members  of  the  district  report  to  me  eventually, 
I  have  broken,  it- down  into  subgroups. '  You  have  met  Ms.  Viener 
this  morning.  'She  is  in  charge  of  a  subgroup  that  handles  our 
business  in  Georgia,  Alabama  and  Mississippi. 
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I  also  have  another  subgroup  which  handles  our  busi- 
ness in  Florida.  ;^^ -,:      _..:......,..  .^^...^ ;. ...  .^.J-,  •_  •■  ,  --/«  -.  - 

-.■,..',  -. .  V.  -In -'addition  .to"^, that,  "Mr.  -Gerwin,  who  is  iny.  No,  -  2  nan 
also  supervises  those  people.   They  report  to  me. through  him 

Q    How  long  has  that  reporting  system  been  in  operation^* 
Well,  withioi,  the  last  two  years?  ,;.„  -i.  '.;>-•   ->-<.-; 
•  o  ;- '^ A^^ ■;.-••  It- has,  been  within  the  last  -f-/ it  has  been' longer].'"  ' 
than  that.   It  has  been  probably  the.  last  three  or-f our  years. 
! We  have  had  a  couple  of  changes  in  our  —  the  internal  way  we 
handle  the  people  in  the  Southern  District.      _ 
•,,..-.*■  Q  'u.\.^  How  meuiy  members  "T^-.-jwhat  would  you^ call  dt  —  memberi 
'of  the  division  that  handle  Georgia?   "  ^"^         :  ■?^v  -■■'■ 

A  District  that  handle  Georgia.  There  is  a  subgroup 
composed  of  Ms.  Viener,,Mr.  Uatmmer  and  Mr.  Charles  Brown.  And 
in  addition  to  that,'"I.;have  overall'  responsibility;^--^ would  -r- 
have  Georgia  responsibility  as  would  Mr.  Gerwin,  who  functions 
as  a  District  Head  in  my  absence. 

0    When  loans  comes  in  through  this  particular  district 
that  is  the  Georgia  District,  would  they  go  through  one  of  you:: 
members  within  that  group? 

A    Oftentimes,  they  would.   It  depends  on  who  the  con- 
tact was  made  with.  ,,^  ,   r  -,  .      ...  •-■^ .  ■ -.;  :.,•  .' :■  ..-.  \:..  .-.'  -  . 

'For  example, llf  one  of  my  Junior' associates.^received 
a  phone  call  from  someone  requesting  a  loan  accommodation ,  he ' 
or  she  would  take  the  information  down,  perhaps  arrange  for  an 
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I 
appointment  for  the  man  to  come  in  cind  visit  with  us  and  dis- 
cuss the  particuleirs  of  the,  transaction,  and  inform  me  of  it. 
U-'.  -  :  'V^'  _.. Likewise ^;;lf  perhaps  later, -depending  on,  the  size  of 
it  within  our  lending  authorities,  I  would  inform  my  superior 
that  we  are  going  to  be  talking  about  so-and-so  about  a  partic 
:  ,ular  transaction .  ^^  ^ ;  „  _^,.  ;         .  ,^.  :  .  ..  .^^t  >    ->'-<~,-' 
:f--  ;-f;«*Q^^- :*;c>As  .a  Distrlct'*Head,  Mr.  Brougham,'  what-'are  your, lend 
^»ing  authorities? '-^>'|r-^;^-~      ■■  •  -  -  t 

A    We  have  very  stratified  lending  limits.   My  lending 
—  no  officer  in  this  bank  can  make  a  loain^  on  his  own  signatur^. 
-^Thcre  .are  .at  leasfc'-;t;^i^t  "is  one  other;  signature  required  on^  v 
''anyrloan,and~  depending^on' the  characteristic  of  Tthe  loan,  '^' 
there  may  be  more  required,  both  as  to  size  of  loan  and  the 
type  of  loan  involved.^  .  ,   ..  ._  ^  , 

-■k'X'-'^i-'--^  -  My  lending  "authorities  within  ,our  ipolicy  guidelines, 
-I  and  another  lending  officer  can  lend  up  to  $2.5  million  with- 
out going  to  anybody  else,  unless  the  loein  has  special  charac- 
teristics, and  we  have  a  loan  policy  maybe  that  long  with  what 
constitutes  special  characteristics  which  I  can  try  to  go  into 
I  can't  quote  every  bit  of  it. 

Q    No,  I  don't  want  you  to  go  into  it. 

But^a  special  characteristic,  would  a  special . charac- 
teristic be  the  -fact-  that,  it  is  a  bank  .^stock  loan'  in  excess  of 
10  percent? 

A    Like  that,  that  type  of  thing.   Loans  to  individuals 
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1  secured  by  bank  stock  is  one  of  those  things . 

2  Q    What  happens  in  one  of_  those  situations  yrhere  it  has 

3  '  a  special  characteristic?  -■'.  -  ';,'.."/  -  " 
A  A    Then  1  have  to  get  higher  lending  authority  approval 

5  on  it.   And  in  a  case  like  that,  in  speaking  about  the  trans- 

6  action  we  are  going  to  be  speaking  about,.  I, would  need  ..tK9 .  ..^ 
•-7-   general  /loein  'officersl-in  addition  to  myself -'as^  a ^ loan  officer;! 

8  on  that  loan. 

9  Q    You  are  not  a  general  loan  officer? 

10  A    No.  ^     „^~  iVj  >    ■  ■  x- V  •  .1  >•-- 

11  r  "  Q^  what  category' are  y°^ ■■  '^'^-.j-J^^ ::~::^;:^:  '^S''  '■:'^  "-^'^^^.  '■'- 
/7  a  ^  a"  called,;  I^believe,^  a  supervisory" loan  officer. 
We  have  lots  of  euphemisms ,  but  I  think  that  is  the  proper 
designation.  ,  I  Weuit,  to  be  certain  of  that.  That  is  important 
.-.;':--;,-  ."We  have  general^officers  who  =  are  people  at,  the  ■-top"" 
of  the  bank.  Then  there  is  another  level  below  that  which  is 
the  Senior  Vice  President,  Reiger,  imd  Krieger,  emd  then  I  am. 
below  that.   I  am  the  third  tier  down  from  the  top. 

Q    General  loan  officer,  supervising  loam  officer,  senipr 
loan  officer,  and  then  loaui  officer? 

A    Yes. 

It  goes  general  loan  officer,  senior,  supervisory j^  euid 
loan  officer.  And  I -.am- a  supervisory,  :^not  a  senioxr.  loan^<'^!J*' 
officer.   Something  like"  that.  "    ;  ''^^^ 


orricer.   somecnmg  xiJte  Tuiac  -^  . 

24 

0    When  did  you  first  meet  Mr.  Dert  Lance,  Mr.  Brougham]? 
25 
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9 

A    My  recollection  is  that  I  met  Bert  Lance  very  shortlir 
after  I  started  traveling  in  Geprgia,  which  was  in  1962.   At 
that  time,  my  responsibilities  were  what , we' call  country,  banks 
in  Georgia,  Alabama,  Mississippi  and  parts  of  Florida. 
Q    In  what  capacity  did  you  meet  Mr.  Lance? 
A    In  what  capacity  was  he  at  the  time?„  ,,  ^.  ,.^ 

-.  «'^Q   No.  -.-,  '_■->•  .-  ■\.'   •  \  . ',  '  "  ■;- tf'-,- 

In  what  capacity  did  you  meet  him? 
A    His  bank,  what  is  now  known  as  the  Calhoun>:Bank,  was 
known  as  the  Calhoun  National  Bcink  at  the  time,  was  a  correspoik 
'dent -of  ours  2uid  had  been  since  1951.'/  -i  :a:-s,-  V ".  ->y:^.  -••  '  3^^""* 
''^'^^  Q  '"-'  ■  And  the  purpose  of  your  meeting  at  *  that  time  was  to 
discuss  the  relationship  between  Calhoun  — 

A  Yes.  _  My  job  was  to  go  put  and, call  on. banks  and 
see  if  there  was  more  ways  that  we  could  do  business,  bring 
our  services  to  their' attention.  And  that" is  the  manner  in 
which  I  met  Mr.  Lance.  ■'   " 

Q    Did  you  have  any  discussion  with  Mr.  Lance  at  tliat 
time  concerning  the  possibility  of  borrowing  money  from  Memu- 
facturers  Hanover? 

A     No. 

Q  Did  you,  on  occasion  in  1962,  discuss  with  Mr. ^Lance 
the  status  of- the  Manufacturers  Hanover  relationship  with  his  " 
bank,  the  Calhoun  Bjink?  v  -,;  .   ^  .:  ^"- -•  "  - -^:. '.■-  ;-  i.: 

A    Yes,  we  talked  about  the  kinds  of  business  he  did 
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I 

with  us  and  what  more  we  would  like  him  to  do.   He  did  intro- 
duce more  servioes.^.  He  was  a.  fine  .country  banker  at  that  time 
'and  so ■  we.^^ talked  about;;"' tho,  status ,''if  that-^is'  what  you  mean  by 
the  status  of  the  relationship. 

Those  are  the  purposes  of  our  visits  really.   It  is 
_  not  just,  to  say , hello.,  and  how-  are  you^  .,...,  ■   .  >  -v.-- ,  =iO  r,  *'"'  ' 
".^^Trj^igr-*'- When; did  you-. first  learn  th   Mr.-;Lance  would  like  ' 
-to  borrow  money  from, your, bank,  from  Manufacturers  Hanover, 
to  purchase  an  interest  in  the  National  Betnk  of  Georgia? 

A    I  think  I  am  ri^ht  in  this^--  ,^^^  -:.,.-  v'^  -;*-':■ "--  -■  *='  - 
/  ^<^rXQ^^(''l~will>8hoyf  you  to"  help' you  re.fresh  your  recollectioji 
^'^'   "^''/A*   I  think  it- was -April  16,'  1975.   I' know  about  April  1(1 
1975,  when  he  and  King  Cleveland  came  in  here,  and  I  was  tryin<[ 
to  think  if  we  had  .heard,  about  it  in  .advance.  .  I,  don't  thiii)c-%* 
-so, -^  I  think; Bert  .called  and  said  he  would 'l.ike  to;  talk  to  us. 
But  that  essentially"--  -   '    ' 

0    Can  you  —  if  you  would  look  at  that  April  16,  1975, 
memorandum  to  refresh  your  recollection  as  to  what  happened, 
cem  you  relate  to  us  essentially  the  nature  of  your  meeting  at 
that  time? 

A    Yes,  I  will  try  to. 
^.Q_.  Use  the  docniment  ,to  help  you.  :,vy^^;^ 
';^v'.';----.A.  ^;  ;'Thank  you^is;;>..'^">^;^.'--:'"-'':'.:  "i.C'.'; '■'•-*  ■"^■^r'-.O."-'-'''^'"  "-'i'^'''-  .  "  .■. 
'  '    Mr.  Ltmce,''"who  is"  the  new  President  of  the  National 
Bank  of  Georgia,  came  in  with  King  Cleveland,  the  Chairman  of 
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11 

the  Board,  to  tell  me  that  Mr.  Lance  ^md  other  associates  of 
his  were  interested  in  purchasing  control  of  the  National  Bank 
'  of  GeorQia* '  .*'■  .<>?-*.-v.v_5X-- - '■^''■'.-'^"" '  ■  '^'-  ••■■  -  .••  ■-•iv,t>  <'•.-■   ~" '  ..''■-^•<  ■ 
The  National  Bank  of  Georgia,  at  that  time,  was  ownel 
by  a  financial  general  corporation  from  Washington,  D.  C. ,  tha  ; 
is  60  percent  of  it,^I^believe  was  owned  by  National  General, 
>and  Mr.' Lance  ;.told  me.  that  that  stock  was  on' the_^market' and  he 
would  like  to  purchase  it.  •  ,—  .  -   ■ 

He  then  went  into  what  his  ideas  were  for  what  he  wa^ 
going  to  try  to  do  with  the  National  Bank  of  Georgia,  and  that 
.goes-  on  at  ^someJ  great  length,  V  and  asked;  if  wc^wpuld'bo  inter-,, 
■  ested  in  financing  it l''"^"*'"   "■  '-  ^-' '."  '■'^.'  .'■'^'^'  -'''^^^''"'''•^'^'^  --'Xi^ 

We  agreed  that  we  would  be  willing  to  consider  the 
^Ipan.  ^^^ 

r  -  T-'O'- *  If  you -look  at  your  last  paragraph  of  the  memorandum 
this  memorandum  was  prepared  by  Mr.  Gerwin?---'  v'-'r'  -"'   i..-;"^?  l. 
A"'   Right.  ■       -  C ->/.  ..•'^''-     .-":.   "■, 

Q    Both  you  and  ho  met  with  Mr.  Lance  at  that  time? 
A     Yes. 

Q    Was  cuiyone  else  present  at  that  time  that  you  Ccin 
recall? 

.  A    No,  I  don't  think  so.  .  .    ;.  . 

?%*--,V;-r-Q.'"  It  indicates,"  backing  up  to  the  first  paragraph,""^,  "^l- 
"that  Mr.  Jenkins  and  Mr.  Woodruff  were' introduced  briefly.'  r.' 
Do  you  have  any  recollection  of  that? 
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12 
Ai    I  had  not  until  you  reminded  me  of  it.   I  am  sure 
that^w^s,  strictly  -r,. which  ye  do. all  the, time, ^.just  a  greeting 
".  to  people  who  are  old:  customers  and-  that  sort  of  thing  to'' 
senior  people  of  our  baiik   if  they  happen  to  be  there.   Strictll' 
a  social  how  do  you  do  type  of  thing. 
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Q  Why   did  Mr.    Lance   come   to   visit  with  you?     Because 

he  had  done  business  with  you  in   the   past?  .  .^.  ^..  ^      ,      .      • 


-  :,#?»?iiHt.-*>iii'~"os. 


-"'>'-"--^-' A"  "  •    Yes      '  ■■ '^< -''!#' -^vcS.^' "■"■"■■■   ■/'•'•'. ^i.-  -•.•-.V ■ 
r'-^'i -v --.->''--'>■»- .i.     '  -v*'t^ .>    • . -^  - ■  .  ^"■7" ;-  - -^  -•  ~    ■.  -%  -■■.'■'■'• 
,.,.-■.,. ',i3»      f.:-:-  -   -       "   ■    ■•  •         '•.-■  -<  '    "— • 

Q         Now,  why  was  Mr.    Gerwin  present? 

A  Simply  because  he  was   in  the  bank   that  week,   was    my 

^number  ^o,  man,  who  L  ;describedj^s.hared,  responsibility  with  me 

'for'Jall'ourbusiness  'in  the.  four.  States   that  "I   have*  responsi.- [. 

'hility'  fori,'-^  .,  -^'^^^.^^^''y'\  .  T!^^     i.-  ..    ..  ...... 

Q  Was  Mr.    Gerwin  an   individual  who  would   prepare   the 

loan,  or  evaluate   the  loan  at  that  point  in   time? .,  ._  ^.  . 

-    ■    ^' A  V. '^One  of  :ttem,'iX6S'.**<^We  would  do   that,  together.- iJ.       ; 
"would  beinvolved  in  that  "type 'of  thing.  "^/" '.■.       ■^'- -.  -■' '  "^  ■• 

Q  I   draw  your   attention  to  the   last  paragraph   of   the 

memorandum,   and, the^very   last   sentence   indicates    that  Citibank 
was.  approached-  to,  extend  the   above  loan.  ]      ■■  ;.'»-'-%•  -:;\    .,:  ^;-y 

-  ■■'     ■         Do  you  recall  any  discussions   concerning   that?  ~  "^ 

A  I   don't   recall   any   discussion   about    the   fact    that 

Citibank  had  been   approached.      I   was  under  the   impression   that 
Mr.    Lance  was   going   to   approach  Citibank,    and    I   will    tell   you 
the    reason  why   I   was   under   that   impression,    is   we  had    received 
a  credit   inquiry   from   the  Citibank,   a  day   or  two  before    that, 
to   ask   about   Bert  Lance,    and  what  kind  of   fellow  he  was,    and 
what  pur. experience  had  been,    a  normal,  kind  of  routine    inquiry. 

I   just  put' two   and   two  together,    and    just   assumed    ' 
that  he  was    going    to   be   visiting   over    there,    and  so   it   doesn't 


1228 


14 
come  as   a  surprise   to   me    that  he  might  have  been   at  Citibank. 
Q         What  discussions  did  you  have,  concerning   the   corres- 
'^pondent,- the  possibility,  of- having  correspondent  „business_^of-- 
the  National   Bank  of  Georgia? 
A         At    that   time? 
Q  At   that   time.  .  -   ,     .    ,        ......  ,,..         ,--    -  ,  v»i  ■ 


-V  '".    A  ,-■'   L  am  glad  .you  asked^that, "because  .the"  onlyi  conversa- 


1 

2 

,3 

5 
6 
7 

8  tion   I  ever  had  with  Mr.    Lance  about  a  correspondent  account 

9  from    the  National   Bank  of  Georgia,   occurred    at  the   end   of   that 
10       meeting 

,]j'    v/^-  -v;,-.'. "  ,  To,  the  best-  o£  my  recollection,-,XpJ^elieye.^that."'is, 
whenit  occurred."  "Tt'was 'at 'the'  end"o£  it/  as  we'-got'^up  -to' 
walk  out,    and  Mr.   Lance   said,   we   are  going    to   need    a  good 
correspondent  in.New^York,   and   I   said,   we  would  be  happy   to 


work  with  you,   Bert,-. or  words   to  -that  effect.  \  I,  ara  not   trying 
to  quote  exactly  what- either  one  of  us   said,   but   that  was   it, 
and  that  was    all   that  was   said. 

Q  Did  he   indicate   to  you  why  he  was   not   going   to  use 

Citibank   any   longer? 

A  No,  he  didn't  say  he  wasn't   going   to   use    the   Citi- 

bank any  longer,  ile  simply  said  he  would  need  a  good  corres- 
poiwlent,  and  I  think^that  meant  that  since  we  had  been  a  good 
correspondent  of  his-in  Calhoun  for, almost '25  years,  that  he  ■ 
would  be  anxious  to  have  us  provide  services  forthe  National 
Bank  of  Georgia,    since  he   knew    the  quality   of   the  services 
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that  we    rendered. 

^    I    think  we  had  a  mutual  respect,  for  each. other,   r 
d- ^  V  Q         You,   according:  to  .that  last- paragraph' in. fhe  'memoir 
you  were   in   fact  aware  that  Citibank  was    a  New  York   correspond^nl 
with  National    Bank  of  Georgia? 

A  I   was    aware  , that,  they  had  a  relationship  with  Citi-;: 

bank.-^  I   didn't,  know-it^was    their  principal,- one,  -but.  I,  was    .X^- 
aware.  "  ■      '  ^"      T      '      ''.•' 

MR.    HEIMANN:      Can    I    ask    a  question? 

At  the  time  did  you  think  much  of  the   fact   that  Mr,  , 
Lance-  was  here  discussing   the   loan,  and  then  "towards   the  end    ' 
of 'the   conversation^  noted  the  need  for  good   correspondents   in 
the  City   of  New  York  --   did  you  make  --    it    is   probably  unfair, 
and   I   don't     mean   it  to  be   an  unfair  question,    but   from  your 
experience,  would'  it  be  normal-  for  somebody   to  come';  in   for  a' 
personal    loan,    and  then  hold  out  a   tidbit   of  a  broader  relatioi 
ship  with    the   institution   for  which  he  was   not  getting   the 
money    to  buy  the   stock? 

THE  WITNESS:      I    follow  your  question. 
In   this    case,    I   don't   think  so.      Bert   Lance  was 
talking    to   someone  who  he  worked  with  closely   over  many,    many 
years,  who  he,    as   I  have  said,    he   understood  what  we   could 
do  for  correspondents,   and'What  we  had  done .for  his  bank-in    :/ 
Calhoun,   and  he,  of  course,  was  becoming   the   principal,   or 
he   and  his    associates  were    taking   control,    and  he  was   going 
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! 
to  be   the  guy  who  was    running   the  bank,   and   really    the  only 

banker  in   the  group  of  the   three  people  involved  in  purchasing 
"thp  -thingi  'and  he^  wanted  to  feel;  comfortable  with^his   corres- 
"pondent   relationship   as  he   could. 

lie,   Bert,   as    far  as   I   know,   had  had  no  previous 
connectioa.in  anyof  his   banking   career  with  Citibank.      Sp   it ^ 
would  be  normal-' for 'him  to^  1°°'^   ^°  "^  •    '         '    .  .   ^-.  ■^^"■-  '^'-^  '  •■  -v-^v- ' 
^^r-:      :  ^^  MR.   SIRENO:  /     ^-    -   .-  ,         • 

Q  Following   that  meeting   of  April   16,    1975,   what    did 

you  do   concerning   the   loan,    did  you  prepare   any. documents ,, 
jdid-you  discuss,  the  matter  with  any  ;ofyour.otheT   officers   in7 
'th6;-bank?''""''^"'"'"-''"''"^'"- -V    '  '  '     '     ■■:-•••■    -  ;.   ;.-  .-=^-''-:-  -.-■.<.- /-■•- 

A  Yes,   we  went   through   the    regular  analysis   procedure 

that  we  would  tr/  .to   go   through  ^in  any   loan.   . 

-"Q  ?.-Specij^ically,   this   loan,  what   did  you  do,   if  you  can 
recall,   and  who  did  you   talk   to?  '    ' 

A  Well,   Tom  Gerwin  and  I    discussed  the   matter,    after 

Mr.    Lance   left,    and  tried  to  evaluate   the   various   points    that 
he  brought  out,    the   collateral    involved,    the   future  of   -- 
because   the  manner   in  which   it  would  be    repaid,    I   guess    is  what 
I    am   trying   to  say,   which   involved   the   formation   eventually 
of   a  holding   company,  and  all  sorts   of   things    that^wpuld   really 
have  to  happen -if  Mr,-;,Lance  was   going   to   repay  the  loan   to    7- 
us."  That   is  what  we-'worry   about  when  we  make   a  loan,    is   how 
does   it   get  repaid,    and   there   are   a   lot  of  things   he  had   to  do 
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17 
to   get   that   thing   repaid,    and  we  had  to  understand    those. 

So  we   did  a  good  deal  of   talking,    and   thinking,    and 
that  sort  of  thing"  about  "those  important  matters  ..of  any   loan  V 
transaction. 

MR.    HEIMANN:      May   I   interrupt   there? 
BY  MR.   lii-IMANN: 
V-^-^^-Qv-    Ho**  did  yoU"think  he  was.  going  .to  pay- you  .-back? '""'.'r' 
'^ "     A         Probably  one  of  two  ways,   Mr.   Heimann.      Mr.    Lance, 
and   I    think  it   is   documented   in  a  roemorandum   I  wrote   subse- 
quent to   this,  which  sort  of  outlines   what  he  does    intend   to 
.ldo,'or>did  intendjto  do,'  I. -should. s ay  --  well,    I  will  give  you 
"a'littlebackground.^X^^*^!l'-v  ■■'''-       •:-■      '    '       -  —■ 

At  that   time  in   Georgia,    the   Georgia  banking   regu- 
lations  prohibited  any  holding   company   activities.      There  were 
holding  companies  ;  that  had  been  grandfathered   that  .were  ..in    .■ 
operation,  mainly   the  C  and  S  Trust  Company,   but  all 'the  rest 
of  the  banks  were   confined   to   their  home  counties,  'in  the  county- 
wide  branch  banking. 

Mr.    Lance   foresaw,    as   did  many,    many  people   in 
Georgia,    the  possibility    that    that   could  be   changed;    that   the 
Georgia   Legislature  might  pass   a  multi-bank  holding   company 
bill.      The   bill  had  been  before   the  Legislature    in  its    prior 
'session,   and  lost  by, -I   think,   two  votes ,   and  there  appeared  t^ 
be   a  good   deal   more   supportfor  it  at   this'  point   in   time    than 
there  had  been. 
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18 
So  with   that   in   mind,    Mr,    Lance  wanted    to   acquire 
thi,s  .interest,  with  .the   idea  that  down  ,thc road  .they* would  .forti 

^ra  holding  company, '.t^hat-.  the  ^shares  of  stock  'that,  he  held'.would 
be    transferred   into   a  holding   company   arrangement,    and    then 
sold   to   the  public,  presumably   at   a  higher  price    than  he  paid 
for  it,  and  then  .,we.  would,  getrepaid,  because  he  sold  at-a^,.r 
profit,   or  a  -large,  portion"  of  the' shares  .he"got|r  '/-->:,:?.,  ..^v.  .'  V-; 

I  don't  think  he  had  any  desire  to  retain  22,  or--;, 
whatever  percent  it  was,  in  a  holding  company.  That  was  his 
primary^  program  for ^repayment^pf, .the.  loan,    i^,,..v,.,,j^^^     ,.    -'.t-c^.. 

■;"-''•,'  ;i   I  remember;.asking^  the  question,'_Bert,  what"  if  'the  J-- 

'Legislature  doesn't  pass   a  holding  company  bill,  what  do-you 
do   then? 
..  -V  -       .  V.  Ue  .said,,  well,  .„what  I, am  anxious    to  do   is  have   tho    . 

-.National   Bank  of;Georgia. ownership, spread  out,    and  we'^'would  "- 
attempt   to  interest  other  people   in  Georgia  in  purchasing 
shares,   and   I  would  attempt  to  sell  mine  again   for  a  price 
obviously   better   than  he   had  paid,   and   repay    the   loan   that  way 

So   that  was    the   repayment   idea,    and   that  wasn' t 
going   to   take  overnight.      That  is  why,   as  you  know,   the  note 
was  on  demand  basis.      We  envisioned   that   it  would  take  maybe 
three  .years,  to  .accomplish  all  of  these   things.  .     --     ... 

_.■"•"' -Q      V;^Have.~you  made  similar  loans   to  controlling  institu-*- 
tions,    and  predicated  payback   to  future  shares   of  that?     At 
least   in  your  Division? 
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J  A  Yes   --  have    I   made   any   other  loans    --  "  ■ 

2  Q  Where  your  payback  was   predicated  upon   a  subsequent 

3  -'distribution,,  and;; the. shares   for  which'youjwere  lending   the 

4  money "for'acquisition.   '^I' dangled   the  participle,    but  you  know 
3       what   I   mean. 

j  ..  MR«    BALAMUT:      Do  you  understand   the   question? 

J    /  'Vri.- J:\,i    Have  you.eyer:made..loansJ  to*  a  person  .about;^to  .acquir^ 
control  on  the  basis "of'the'repayment  would'^~be  either  a  second- 
ary distribution,  which  is   the  second  thing,   or  some   other 
kind  of  corporate  organization,   so   that  there  would  be  shares 
held  by  the  public?  ,,'->y:^:   v',;.    .  ^T    :  /AVvi»  "-„  =1':;^"    -'^  3- 
"■  *'^'"-     MR.'-HEIMANN:'  Anything  similar  is   going  to   a  holding 
company   distribution,    or   selling  shares    --   yes,   you  have   said 
it   better   than    I    did.      That   is    all   I   want   to  know. 
:•';:,...*  I  will  be. back  in  a ^ second.    '.     -'-=^', .'' .^;  "' : ' ^^^  . "   "  ■ '" 

J,,  .■  ■..'; 


MR,  BALAMUT:      I ^don't   think  John  meant,^did  you,. V 
personally.      He   doesn't  mean  you  loaned  -- 

MR.    HEIMANN:      I   meant    the    institution. 

THE  WITNESS:      We   don't  get   this   kind  of  request  everl' 


day. 


ations* 


MR.  BALAMUT:   But  are  there  other  situations? 

THE  WITNESS:   I  suspect  that  there  are  other  situ- 


MR.  BALAMUT:  -Off  the" record. 
(Discussion  off  the  record.) 
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MR.    SERINO:      Back  on   the    record. 

BY  MR.    SERINO:  ^    .,     .        ,-.^..^^. 

/^.V'^'Q'-\  ,  What  he'did^following  the  April,' 1975  meeting  with 
Mr.  Lance,  as  far  as  putting  the  loan  transaction  together  -- 

A    Right,  we  had  James  Magee,  who  I  think  you  are  going 
to  see,  who  is  our  bank  stock- specialist,  analyst,  if  you  will 
;  Ipok  oyer  the.  financial  -figures  for  the;  National  Bank  of  "'j^;:^^'<- 
Georgia,  to  give  me  a  reading  on  the  quality  of  the  bank,  and 
the  book  value  of  the  stock,  which  is  what  we  are  going  to  be 
lending  against.  .  .   ,  ,,,   ^._.  ,    _^.i,^..  .  ,,.  ,  ..  ^ 

;-J.  Q  1^ -Did  he  have-:  anything  else  to  do.with:the>-l.oan7  ;"  ,-; 
^  V-.  A  ■-"No,  that  is' all.  '      -■:'.:..<.  -^".v"  ..  -. 

Q    Where  does  he  fit  into  the  structure  of  the  office, 
.the  structure  of  the  bank?   Is  he  generally  just  the  bank 
"stock' analyst?  "'.•^V^t^*-  '  .  -■■  .'^>  '.   .'■  - -'^  ''   ".V  ,  *'  -^'^  :-'■    -"•■  ■'.  ^■- 

■"A  '  Yes,  he  is  *a  staff  guy,  who  supports  the  National 
Division  Group.   A  specialist  who  we  hired,  because  we  do  a 
good  deal  of  bank  holding  company  type  lending,  and  we  wanted 
to  have  that  kind  of  expertise  in-house, 
Q    Okay. 

After  discussing  with  Mr,  Magee,  who  else  did  you 
talk  to  about,  this  loan?,  .   •,       .•..-.    .  •.-. 

'-:  A.- I  guess^  then  we' discussed  the  matter  with  my  seniors 
who  were  there  at  the  time.  Woodruff,  the  Vice  Chairman  of  the 
Board,  Lew  Jenkins,  the  Executive  Vice  President.   I  am  trying 
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21 
to   recall    if    there  were    any   people   in  between    that  we    talked 

}:°'^    .,  .^.  .  ,.,-...,  ,^..:;^ .-..-  —.,-. -^  'l^c::^::.;^^'.^-^,....  : :  , .  .....:f 

:^  v?.9.,:.:^^iscussed  with  them  from  what  aspects?    '^"^       '-- ".'r"'       J 
A  The    total   loan  transactions.      Just  what   the   loan  was 

to  be,   what   the   collateral  was   to  be,   how  we  hoped   to  get 
repaid,  who  Mr.   Lancja,  waSj   quif  great  respect.,for..him,,  oujf  ..^-y 
knowledge  -of  his-  abiXijties,^ajid  so 'forth, :  the"' to  tal'tranS;-^,.^- 
action.  "   '        '  '  '    '     ".  '"'"  '  '■'  '"  '  ■■"■'  •" 

Q  When  did  Ms.   Viener  enter   the  picture? 

A         I   may  have  discussed. some  of  this   with  Ms,  Viener. 
I   am  sur9  we-,  did  .discussj^the-fact  that.  Mr. -Lance  was   requestinj; 
a  loan,  but  she  was  not' deeply- involved   in  the   analysis  work 
preliminary   to   it. 
--f>    .        ■y°",'!fflPVA-*'^iJ®T  than   informal  discussions  between 
perhaps/.the- tiiree;pf- u?V-Gerwiiif   myself  and  Ms.' Viener,    about 
■it,  she  was  not  intimately  involved  with  evaluating   the 
credit  criteria  and  so   forth. 

Q  Who  did   the  evaluation  of  credit  criteria?  " 

A  I    think  Tom  Gerwin   and   I  were   the  ones    listened   to 

what  Magee  had  to  say,  within  our  own  abilities,  such  as  they 
are,  we  tried  to  analyze  whether  they  thought  this  was  a  good 
bankable   loan.  -,        ...,."..i.  i,  •.•.-'■-.  ,....  ■    ..-.      ,- 

K   '*'  Q.    .;  Did  you Ciilsor  analyze  ;the  pricing  of   the  particular 

A  Yes. 
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Q  What  did  you   take  into   accouat;  in   considering    the 

pricing  in  this  particular  loan? 

-       '  "A  .     "Well,,  we  took  into  "account  the  fact_.that.Mr.    Lance    . 
was,'bf  course, 'well  Icnownto'us,    was,   we    felt,    a  man  of 
substance,   as    from  the   financial  statements.      We   felt  that  he 
had  great  ability   to   do   the  kind  of   thing    that  he_ was   going    to 
,.try-.to,;do  with  ..the 'organization  that,  he  w^s  ■  trying'".to'rpurchase 
^control'of,  with -his  associates  »r:V"""'^-'   r^^^"       "■;tir-,.  '     !- 

This   is    again  talked  about  pricing   is   what  we   are 
getting  at.      I   am  sorry  if   I   am  getting  off   the   track  a 

■'uttie  bit.V;.-/>.;f--;::^^i.v.;  "a  ;';--^  :^"^;;"' ■;':'^'"""'^/'\'-:it  j'-  ir^i-'  '^-V;: 

■"-.•••-  •;-Q  •  -"-•Thaf'is'f  ine.  ■  ::":- '  ,:s^v>*o'^:jt~>--.;\^-fc->'-\;.4^u^-^,-  'v'^*>  -•  -^  ^■ 
A    And  in  that  regard,  we  decided  that  we  were  looking 
at  a  situation  that  would  probably  take  three  years  to  come  to 
fruition^' that  an  appropriate  rate  of  interest  we'  thought  would 
be  a  half  off  our  prime  rate.- for  the  first  year,  the  same  for 
the  second,  and  since  it  was  three  years  down  the  road,  we 
thought  an  increase  in  the  rate  to  one  percent  at  that  time 
would  be  appropriate. 

That  is  a  very  standard  type  of  a  price  for  an  indi- 
vidual loan  in  our  bank.   One  which  we  felt  was  fair,  and 
retlected  the  high  regard  that  we  had  for  the  borrower. 
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I 

Q    Did  you  consider  — 

J  ..  ^  MR.  HEJ;hmJN,:   I  am,  sorry,  .  I .  missed  something.,-...  ,,. 
■..■^j/  : .  ••  *  .'-Could  I  Juat  'concentrate  on  ^tbat?.  -;;  J^C"."'.  V  '•.  .-' '". 
BY  MR.  HEIHANN  : 
Q    You  say  that  is  an  appropriate  rate  for  an  acquisi- 
tion loan  from  an  individual  in  this  bank?^  ...^   .  >- ,   ..,.....:, 

0    So,  therefore,  there  would  be  a  series  of 'something 
comparable  to  it  during  the  last  couple  of  years  around  it? 

A    When  you^  sa^  acquisition  loan^  we  ,don  't  do^  a  lot  of., 
';  acquisition,  loans .7.-  •  We ^dpn '  t  do  a  -lot  of  locins  .-that  require  *  -■': 
banks,  large  bemks ,  big' loans  like  this.'v     -"^  .%*-.-•'  -  - 

What  1  was  saying  was  that  —  I  wasn't  addressing  th  ; 
acquisition  nature  of  it;^from  the  rate  standpoint,  that  a  man 
.of.  substance ,  good.,  financial- substeuice ,  Ceui  borrow  from  this'.' 
bank  at  prime  plus  a  half.  '     -  ■.^:j:-—  ■-■:-:^.  ■■-'■_,:  >fi-.t,  ^"^•■--  -■■u 

MR.  SERINO:   Those  are  the  only  factors  you  considerid 
as  far  as  the  pricing,  Mr.  Leince's  financial  statement  and  you: 
knowledge  of  him  as  an  individual? 

THE  WITNESS:   The  value  of  the  collateral,  the  term 
of  the  loan  which  I  mentioned. 

BY  MR.  HEIMANN  :       ■../.,•..•..;■.  ;^v:- :.:;  ^;....-..V  ..;-::>  ^>.  - 
v  ■   Q  .   It  was  a  demand  loan?  -  ^T' ".■.■::■.."■;  ;.  •>•/-■.  -."••■'?'^. 

A    It  was  a  demand  locin.     

But  as  is  reflected  in  our  file,  we  anticipated  that 
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it  would  take  some  time  for  Mr.  Lance  to  complete  his  prograra 

of  'getting  a  holding  company  going  and  do  what, I  described  -, 

:,  earlier »-  so  thatfwhilo  the  .loan -was  on~  demand,  it,  could,  be  ->i'^ 

called  at  any  time.   We  did  tell  him  that  we  would  lend  him  — 

it  was  a  half  the  first  two  years ,  and  prime  plus  one  the 

third  year.   .   .       ...  ._..-^ . ,  .  ,.  „..:,^».  ,-.^.,-:...^-,,.  .^,,.- x,.«. 

i'^-,  -T  Q   r-^t  would  be  incorrect  to  .-say  then  in  my  experience;'-! 

of  banking,  it  was  designed  to  get  the  loan  out  in  ~  it  was  ; 

designed  so  that  the  interest  rate  prime  plus  one-half  is  good 

for  two  years,  which  is  another  way  of  saying  we  would  like  to 

get  this  done  as  quickly  as- possible.,  because  the-  penalty"'  -^• 

^really  was  the  third  year7':V-""v^:-'''  ~~^^^^^^  •,>-'.':-  ^ - 

A    Those  are  your  words. 

Q    Bephrase  it  any  way  you  like. 

..'■   -  A   -I. wouldn't  say;^^  w&  .were  trying  to. encourage  it. '-"We  A 

^'would  be  happy- to  have  it  done  before  the  three-year  period. 

Don't  get  me  wrong.   It  was  really  more  reflection,  look,  this 

three  years  is  longer  than  two  years  and  —  you  know,  maybe  at 

that  point  in  time,  a  higher  rate  of  interest  would  be 

appropriate. 

Some  of  what  you  say,  I  suppose,  is  right.   I  think 

someone  who  is  looking  at  paying  prime  plus  one  in  the  third 

year  might  work  harder  to  get  the  loan  paid  off  before  he  had 

to  pay  that  premium  rate  of  interest  in  the  third  year.    " 

But  I  don't  think  I  agree  that  I  was  trying  to  desigA 
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soroethlng   that  would  get  it  out  of  here   as    fast   as   possible. 
We  watnt  it  to  go  as  quickly  as  possible,   ,*,.  ,,:,;,..  . - 

y..    -'  Qr ';■  But  not^aSjSlpw^aa  possible?   ,;  .^'  ;/'i:;'-^';;;r^S5'J(^i;->S=%:"^ 
A  Exactly.  "' 

BY   MR.    SERINO: 
..  >  Q.  .   'In  your.priqing  analysis ,. did  you. also  include  the._. 
/^possibility  of.  .haying , balances  .from  either  Mr.-.  Lance  individu- 
ally or  from'some  institution  that- he   controlled?'    "  ' 
A         No,   sir.         ": 

Q  Did  you  ever  discuss  with   Mr.   Lance   at  any   time, 

'  other :thckn  your  April,  16,,  1975,  meeting,  -the,  possibility  of 
having  bal2uaces' of  the;. National  Bank  of  Georgia?  '•'^^- '.-•"'  -. 
A         No,    sir. 
,Q     .     Base^  in  Me^ufacturers   Hanover?  ^ 

■"'^    ''.i'A.''— .Neveir.*;!;:-;^^;r^"^'?'''v'-  "■^■.  ■.■'*■  "'•    V^/'^^'V^""*  •  •'.t'C    '■'■ 

Q    When  did  Ms.  Viener  first  become  involved  in  this 
loan? 

A    Other  than  the  fact  that  she  might  have  after  Bert 
came  in  and  discussed  the  matter,  I  may  have  brought  her  up  to 
date.   And  I  don't  happen  to  recollect  whether  I  did  bring  her 
up  to  speed  on  what  Bert  was  asking  for  and  so  forth.   She 
really  got,  invplyed^^  in  %X\e   thing  after. we  had  discussed  it  wit)i 
my  seniors  and  made  the  visit  to  our  Money  Committee, ~ and  when 
I  asked  her  to  summarize  the  transaction  in  memo  form.   "  ;  -"' 
Q    Qkay. 
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t  '  Tell   me    — 

2^  MR.    HEIMMJN :      Can  I  go  back  to  something,   unless   it. 

interrupts  you7;^-v-.,^?^^:i;^V,j^  ,.,:;.v.{^;^^^^  UC"t*-^  ■"■"!''   ".  '    '1. 

"4  "^  MR.    SERINO:      No.      Go    ahead. 

5  BY   MR.    HEIMANN  : 


'^f 


6  Q          You  said  you  didn't- discuss   compensating. balances 

...  7  ■•  with  Mr^'Lance7r-  ;"V::r  .^?-•^';■  "V-^-f'^"'-  -^..•' '  .'-^V^r  ^^li^'^^^^i^^ 

.:^■^.,V>.■^"^^«i^■^»«'.l■^  .■"ii'f'ifi«»'~'»-«'Tj««f<*~ — " _^^- 

8  .  ^  A  Yes. 

9  Q  During  this  period  of  time,  did  you  discuss  a  rela- 
10  tionship  with  National  Bank  of  Georgia  as  part  sepa^ atei  ,con- ^ 
U  ,  versation,   as,  part 'Of  .tiie~  conversation,   but  the  establishment - 

12  of  relationship.   Manufacturers' Hanover,   during  the  time  it 

13  starts,    sometime   around  April    16th   and   goes    to  when    the    loan 
14,  was  actually  made,   June   30th  or  something? 

15  A'        I- did  not  have   any   other  conversations  with  Mr.    Lanc«i 

16  other  than  the  one  I  mentioned  earlier  about  any  account  to  be 
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estciblished  with  Manufacturers  Hemover.   That  .was  it. 

Q    To  your  knowledge,  did  anyone  else  have  that  kind  of 
discussion? 

A    No. 

Now,  there  may  have  been  some  conversations,  for 
example,  somebody  may  have  asked  them  to  send  them  signature  . 
cards  to  establish  an  account.         -V  "^.-i"-.  ^i-'i'.lv^t.*;^^;."^  S  -  '"^ 

When  you  open  an  account  other  than  something  like 
that,  none  to  my  knowledge. 
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'  Q    I  am  not  trying  to  be  difficult  — 

^  .,  A  ,.  I.vinderstand,  and  X  would  like  to  be  as  emphatic  on 

^  the-point  as  X  can  because,  tp  my  honest  recollection  and  .:" 

*  belief,  that  was  the  only  conversation  that  I  ever  had  with  Mr 

5  Lance  at  all  about  the  possibility  of  the  National  Bank  of 

*.  Georgia  doing  business  with  Manufacturers  Hanover.  ^■'./^-;^":;iV^ 

^-  V  ■'■■.'Q'  '  You  met  with  Mr.  Lance  on  the  16  th. /There' were!  othe 

8  conversations  which  are  reflected  in  the  files.    .  ' 

9  On  April  24,  the  Money  Committee  met,  gave  final 

10  approval  to  this  trani^action. ..  .,..::,  ,-.-..,,-.•■,.  r.^'r^.-.    ,•-'.-;.,.•-' 

-11  '-"";:-.-''/■' I  "aasiune  that  you  informed  Mr.  Lance  of  that,  fact? 

12  7  '  "   A  '   Yes,  sir. 

13  Q    If  I  were  eun  account  getting  business,  I  would 
14.  certainly  .call  up^the  customer  about  that.-;  ••  •  --  — - 

15  '*-"  ,r.  A  ''-/^  did.'",  •:',•;'"'■.  ;-,v. -■':','.;••■""- .  ^y-  ''•"•'.■'''   !..,■.!■'* 

16  ^     Q    And  on  May  9th,  National  Bank  of  Georgia  opens  up  an 
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account  with  Mcinufacturers  Hanover  in  the  amount  of  $250,000, 
subsequently  increased,  but  that  is  the  first  step. 

Now,  did  you  say  emy thing  to  Mr.  Lance  or  anyone  at 
that  bank,  bank  opening  its  account  or  noting  its  passage? 

To  your  knowledge,  did  it  just  happen  in  this  insti- 
tution other  than  signature  cards,  which  is  a  formalized  neces 

sity,  but  there  was you  had  no  discussion  about  this  happen! 

with  him  during  this  period  of  time? 

A  1   had   no  discussion  with  him,    no,    and    I   don't  believe 
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I  called  nim  up  to  thank  him  for  the  relationship  or  that  type 

of  thing,  if  that  is  what  you  are  talking..about.-,.We  may^have 
written  a  letter  ''r-\  I^dqn•t  know'  if  it  would  be lin^ the  files  - 
saying  thank  you  for  the  relationship.   But  I  don't  believe 
that  is  in  there. 

MR.  SERINO:  '.;I  would,  like  to  show  you. an  exhibit  . 
;^iwhichXr  have  just  marked  CCfiyj:  which  looks  like  eiri'^account  -  - 
"^opening  document,  and ^ it  indicates,' does  it  not, "initial 
deposit  of  $250,000,  and  indicated  in  the  next  block,  solicited 
by  Mr.  Brougham?  ...    ■■^■■^■■^-  .  .      --  . 

x,;.  ;•■,":■  V  ,-x-   Is  that:i^correct7':-^~;  '^'  .-:-"-'^:j4^;-->iSfV;-''V'^  ;A''"::-"^v"-'  "■'j 
5"  '".rt  -  •'  "'•"       -*'"'     "•■^■^  ■  "■   (The  document  referred  to  was 

marked  for  identification  as 
Exhibit  CC.No.  .3.)  .,..._  . 
---"',  THE  WITNESS r.'_ That  is  what  it  says  on  the  sheet,  yes, 
BY  MR.  SERINO:  -   -    ■  ~  '  -  "  r 

Q    Do  you  have  einy  recollection  of  that  particular  docu- 
ment or  that  particular  item? 

A    Do  I  have  a  recollection  of  this? 
Q    Yes.  - 

A    This  is  not  something  that  I  see  a  lot  of.   It  is  foi 
our  re cords  as  to  who  was  the  man  involved  in_the -business 
relationship  that  got  esteiblished.  \     .^'■^:^.i^:]-'^:^f^r^.-i'^ ''"''' 
Vie   have  one  —  I  think  every  account  that  opens  in 
the  bank. 
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Q    First  of  all ,  who  would  prepare  that  document? 

A    Someone  in  our  Operating  Department.. -Lean  find  out 

who  prepared  it.  '  "t  ■  ,',^' "f.'7;I'  - .       ■' '   ..■.-- -^''"-  ■•"■, 

Q    There  is  a  name  at  the  bottom.   It  says  Barbara  Bond 

A    Barbara  Bond,  I  don't  think  she  is  with  us  any  more 

But  it  doesn't  matter t.^.  She  was  in  our  National  Operations  --■ 

',  Group,  ,'t That  is  a  clerical. type  of  operation  and  is  responsiblja 

for  filling  out  mandatory  forms  that  get  filled  out  day  in  and 

day  out  in  our  bank,  one  of  which  is  the  opening  account  sheet 

which  is  what  you  are.  lopking  at  here.   And _ Barbara  Bond. put^.;, 

-7 .would  normally'' call,  somebody  up  and  say  who  shall  1  put 

"down  as  the  solicited  by  or  introduced  by  guy,  and  somebody 

said  it  wasn't  me,  emd  somebody  said  that  is  Bruce  Brougham, 

Bert  Lance  and  Bruce, Brougham,  that  is  all  there  is  to  that. 

'-"■.^':\:  ■!:■'■-■  BY  MR,  HEIMANN:"  ,;  "  •.'^'•  ''  ,   ■ 

'    0  "  Your  testimony,  as  I  understand  it  — -  I  just  learned 

that  phrase  here  today,  your  testimony  —  is  your  testimony 

that  from  the  time  of  your  initial  discussion  to  the  period  of 

the  closing  of  th<  loan,  that  you  personally  did  not  discuss 

the  relationship  which  was  borni  in  this  period  of  time?   I  meeu 

in  the  correspondent  relationship  between  National  Bank  of 

Georgia  and  Manufacturers  Hanover,  .        ."..,.,..;•:.      -  ■  . 

—  /        Did^Mr.  Lance  or  his  agents  or  representatives,' mean 

ing,  I  would  suspect,  Mr.  Cleveland  in  one  respect  and  his 

lawyers,  or  whoever  he  was  working  on  this  deal. 
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J  A    My  recollection,  Mr.  Heimann,  is  I  didn't  discuss  it 
other  than  the  one  time.  ,.    ,  ,-^,»-^-   __..  .  ,  . 

..  .'Q:"  '"■' To  your  knowledge,' would  anyone  else  in  this  bsmk  ;>■ 
have  discussed  it? 

A    As  I  say,  only  in  an  operational  way,  send  signature 

cards  or  whatever.  .,..,_.  ^s"  ■-- ,  ■  -^v,  -  -  •►--r  -  .v~'-';."-'i 

v  ;.;  .'>  Q  .   Normally  .a  correspondent^relationship.  requires ',•'  '^.\l- 
services.   That  is  nonoal  between  institutions.   And  if  you 
take  as  given  —  I  am  not  saying  that  is  correct  or  incorrect 
—  that  the  compensating  balances  you  testified  to  .had  abso- 

-lutely  nothing  to  ,do  with ;  the  loan  , arrangement,'  then  would  it 
not' be  reasonable' to  assume  that  National  Bank '  of  Georgia  woul<^ 
be  requiring  some  services  for  this  compensated  balance  becaus 
reasonably  well  banked  beinks  don't  place  jiown  pieces  of  change 

-to  an;  institution? '-:■,;?-.;  ■;"       .   '-.'"•"  ---V'.   ~'.ftv 
If  that  is  reasonable  now,  the  period  from  May  r  -' 
through  June  30th,  that  no  one  in  this  institution  got  in 
touch  with  them  to  find  out  what  they  wanted  in  terms  of 
services  or  this  compensating  balance  that  was  already  here  — 
now,  as  you  are  well  aware,  that  compensating  balance  increase^ 
dramatically  on  June  30th  —  before  that  period,  froni  May  9th 
to  June  30th,  looking  out  to  the.  June  30th  jump?      ..-  .v 

'.  A    Asl  say,  I  know  I  didn't  talk  eibout  our  services..." 
with  Bert.   He  was  doing  virtually  all  of  his  New'York  buslnesi 
at  the  Citibank,  and  I  think  the  reason  that  it  wasn't  necessary 
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to;  discuss  what  we  did,  he  knew  what  he  had  to  get  done  in  New 
York.  And  it. is  my  feeling  that  he  simply  opened  the  relationf 
ship- and  started  trainsforring  that  business  that  he-had  at  the 
Citibank  to  us.  He  wanted  to  do  his  correspondent  banking 
with  people  that  he  knew,  and  he  was  well  aware  of  our  service 
well  aware  of  the  type,  of  things  that  we  could  do.  -And  I  don' 
.think  he  .needed' any -selling  on  the~f  act  7we  were  •.-■:  are  ' a  i-..,^  ■'■^■ 
recognized  first-class  correspondent  bank  in  New  York . 

Q    I  accept  that  on  the  record,  that  you  are  a  first- 
class  bcUlk.    ,_.....•  .^.-.....u  .V-  ■  .......  '.-.  V:  -  .,\".7, <•.-■< - 

■'.•*•'>".  i"'-  That  transfer  from  Citibank,  which  did  take  place  .-^ 
over  a  period  of  time,'cind  you  don't  have  to  respond  to  this, 
it  seems  to  have  taken  place  or  primarily  began  on  June  30 , 

.J.975,  according  to>your  records  here,  as  well  as  tlie  records  . 

~ of  the  National  Bank 'of  Georgia,  which  is  the  same  day  as  the 

"  loan  was  gremted;  that  prior  to  that  time,  compensating  balanc^ 
the  balance  —  not  comjjensating  . —  the  balance,  whether  it  is 
or  not  remains  to  be  seen  --  what  I  am  saying  is  that  the  sum 
of  money  in  this  institution  was  $250,000  from  May  9th  to 
June  30th.   That  is  again  what  the  records  show. 

I  am  just  saying  that  it  is  not  a  question,  just 

-stating  the  facts»:.^~  ;.,.,• .  .::.V:  .'//---  . 

'  .  -  A'  '  •  You  meein  sitting  there  and  no  services  were  provided^ 
Q    1  am  saying  if  any  services  were  being  offered,  and 
you  have  the  money  lying  here.   You  are  certainly  saying,  and 
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you  didn't  find  out  from  them  what  the  bank  was  going  to  do 

with  them  in  this  new  relationship. .,   ,  ..    .,   ,-.  - 

'....,"."   I  am  trying  to  determine  if  anybody  els$. did  or'if -• 
nobody  did. 

A    If  somebody  did,  I  obviously  can't  recall  that  they 

did  do  it.         .   -  .  •■     -'->''. -i:-^  .  ■.■'...■. 

^;  .■•V  ','/  Again  1  would  simply  say  that  they  were  appsirently 
going  to  turn  over  the  activity  that  had  been  handled  in  New 
York  by  another  bank  to  our  bcink,  and  all  of  it,  and  I  believe 
that  is  what  we  got  was  all  of  the  activity.   I  don't  think  ^^ 
-there  needed  to  be  any  selling  about  it.   They  were  doing' it 
'allat  one  place  and  wanted  to  do  it  in  another  place. 

Q    I  think  you  did  get  all  of  it  as  a  matter  of  fact, 
but  only  after  the  loan  was  called.   That  is  a  statement. of 
fact.   That  doesn't  mean  anytliing  other  thiin  what  the , numbers- 
show.'  -  -  -   1   ' 

A    It  is  not  an  easy  thing  to  call  up  a  bank  like,  say, 
the  Citibank,  and  say  I  am  going  to  send  all  my  securities  ovej- 
to  Meinufacturers  Hanover. 

MR.  HEIMANN:   Off  the  record, 
(Discussion  off  the  record.) 
.  _         MR.  SERINO:._  Back  oa  the  record.         ,,..•_:„•'.'— 
':'.■".  •   BY  MR. 'SERIN  0:\'"^   ••      ■  ;  "  '  r.-'-i- -\^ -v"/  -'V-'"  '•  ■ ': 

Q  I  would' like  to  show  you  —  identify  this'CCNo.  1, 
which  is  an  interoffice  letter,  dated  April  24,  1975,  and  ask 
you  the  purpose  of  that  particular  memorandum?       ... 
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A    This  is  the  Money  Committee  meo  that  is  required  on 
any  loan  over  $1  million  in  size,.    „     „...   ,.  ,:^ ....... • 

■.  ;  :...;.Q  '-■  You,  presented,'  did  you  not,  this  particular  loan  to '- 
the  Money  Committee  on  April  24,  1975? 
A    Yes. 

Q    Did  you  deliver  to  the  Money  Committee  this  particulir 
■  letterhead. memorandum?  .<._;  '-..--■".''-■.?"',■*•"*'-" 


A    I  believe  so. 

Q  Is    this    the   normal    type   of  memo   that    they  would   use 

10        in  evaluating  whether  or.  not    to   allocate  bank   funds^^for.^a    . 
n       particular  transaction? < 
j2  A         Yes ,  sir. 

j3  Q  When  you  presented   this    to    the  Money   Committee,    did 

you  have,  any   independent  .recollection   of  the  discussion   that 
took  place   at  that -time? 

A  No,   not  really.      The   Money   Committee   doesn't   take 

long  to  discuss  these  matters.  The  reason  being  that  the 
credit  is  fully  approved  before  it  goes  to  the  Money  Committee. 
There  is  no  reason  to  get  into  all  the  particulars  of  the  loan 
transaction,  so  it  doesn't  take  very  long  to  talk  about  them 
Q  In    this    case,   was    the    credit  previously   approved? 

A  Oh,  yes.. ... 

•'■•::. »-^Q  V:  VBy  whom? 

A  By   myself,   and  by  Mr.    Woodruff  and  Mr.    Jenkins 

Q  When  you  obtain  credit   approval,    did   you   also   point 
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out   the  various    terms   of   the   loan,    the   rates    that  you  were 
(iljtaining?  .    .....  ...    -  '      . 

':   '-^/A^.     Yes.'    -/.^;'-;:.;r,;::.  •■•■,-.--.    ~      -       .;-.-•.";'■•■■"/"         '■V 

Q    Did  you  also,  at  that  time,  when  you  obtained  credit 
I  am  not  talking  about  the  Money  Committee  approval,  did  you 
also  indicate  balances  of  20  percent  of  the  facility, would  be. 
considered  in  this  particular  loan?  ■    ■.'■--<,,   J*  :  V   ! 
'^_  A   "I  think  I  did.   I  don't  recollect  whether  I  went 
through  all  of  that.   I  probably  did. 

Q    When  you  presented  this  to  the  Money  Committee,  you 
pointed  out  the  fact  that  you  were  going  to  receive "a  rate  of 
prime  plus  one  half  for'one  year,  for  years  one  and  two,  and 
plus  prime  for  the  third  year. 

Did  you  then  indicate  that  the^ balances  would  be 
20  percent  of -the  facility?  -_   "    -  r  '•  ■ 

A  "   To  the  Money  Committee?  ■     • 

Q    Yes. 

A  I   have   to   assume   that  I   did.      I    don't  recall    that 

1    did  not. 

Q  If  you   look   further,    it   indicates    the  spread   of 

2.253  percent? 

,.   A    ,       Yes.  ,^  ,.     ■   .    r         :■...■.:■  .,..•.,,-    ■. - 

'    Q  '  -   In  calculating   that ,   do  youxise- the^  20  percent,  of  ^, 
the   facility   figure   in   calculating   this   spread? 

A  You  normally  would,   yes. 


1249 


1 

2 
■,  3 
"'/ 
5 
6 
7 
8 
9 
10 
11 
12 
13 
.14 
■^15 
16 
17 
18 
19 
20 
21 
22 
23 
24 
25 


Q  Do  you  know  whether  or  not   that  was   done   in   this 

particular  instance? 
•   ".' A,.    .  I  believe' it  was,,  yes.  -  _  .j^   r-.   ,"•  '  -  V 

Q  When  you   indicated   to   the  Money   Committee    that  in 

fact   there  would  be  balances   of   20  percent   of   the   facility, 
what   did  you  mean  by   that? 

\-.    \A         What;didl  mea.n  by   tbat?.   jvTiat   I   meant  by.  tha.t  was» 
that  that  was  what  I  had  hopedwe   might  be   able'to'achieve' 
through   a   relationship  eventually  with   the   National  Bank  of 
Georgia. 
>  *.^' ,.•   Q.'.^/«.Did  you  discuss._that  fact  with  Ms,.  Viener?'    .  .V 
"~'~  "■".  A  •"  ^  Did   Id  is  CUSS' what   fact   --    I    am  sorry?     •^-    ~  ;■-:..      ^ 
Q  The    fact    that   20  percent   of   tlie   --   you  hoped   to   get 

the   20  percent  of  the   facility. 

A;    ".Yes.      Yes,    I   believe   I    did,   because   as   you   know,     • 
there   is  no  balance  arrangement  on  the   loan.  ,' The; balances     "'j 
were  not   a   condition   to   the   loan   at  all,    and   so   the   only 
reason   that  we  would  put   this   on  here,    and  discuss    it,    would 
be  simply    to   look   at    the   totality  of  the    relationship  we  ^cre 
hoping  we   might  be   able   to  acliieve  down   the   road    through    the 
National   Bank  of  Georgia. 

MR.    HEIMANN:      Would    the   Committee,    the  Money   Com- 
mittee,  know   that  that  spread  calculation  was   predicated  .^ 
partially  on  expectations?          ^                                   ■'.■■':■.—"'.•:'••-' 
THE  WITNESS:      They  would,    Mr.    Ileimann,    because    the 
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Money   Committee   consists   of  people   like  Mr.    Woodruff   and  Mr. 
Jenkins,   who  had  both   approved   the   loan  prior  to   this,    and   I 
got  into   that  whole  business,  -that  this   was    a  prime  plus   a      v~ 
half  loan,  with  no  balance   arrangement,    and   so   those  people 
who   are  on   the  Money  Committee  would  know   that  fact. 

MR.    HEIMANN:      Was    that   communicated  at  .the  Money 
Committee imeeting,- to  .those  present,   who  were  not  cognizant;' 
of  what  you.  say   the  knowledge   of  Woodruff  and  Jenkins  would 
have? 

THE  WITNESS:      I   don't  know  whether   I   got  into. talk-,, 
ing   about   these  are .ourj  expectations   before   the  Money^.Com- 
mittee.      That  was'a  very 'judgmental   thing  on  my  part,    that  is 
just  what   I   hoped   for,    and   I    don't   recall   going    into   all    that 
with   the  Money  Committee. 
■';-.-'.    -MR.' HEIMANN:.:-!,.  am  sorry..;      -  ,;     :  .•  ,"  ■■;'•;■ '^-'^-i^  .,.,^;• 

BY  MR.    SERINO:  -  -         -         '  "■   ' 

Q  Is  what  you   are  saying    that   the    20   percent  of 

facility   is  what  you  expect    to   get   on   this   particular   trans- 
action? 

A  No,  no.      I   am  saying    that   the   transaction  stands   on 

its   own.      It   is   prime  plus   one-half,    and   there   are   no   balances 
I   am  simply  saying   that  down  the    road,  we  liad  hoped   that  we 
could  develop   additional -business    for  the  National   Bank  of  ^;. 
Georgia.  "That   there  was   no   commitment,    understanding,' or       -" 
guarantee   that  we  would  ever  get  it,   or   anything  else. 
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MR.    HEIMAiNN:      Did  you   know   two  weeks    later,    were   you 
informed  two  weeks   later  that,  your  hopeful  expectation  wasn't, 
^  in  part  at  least  realized  by   the  appearance   in   this  bank's    ".- 
books,    the  balance   from  NBG? 

THE  WITNESS:      I   was   not  surprised   that  we   obtained 
an  account   from  the  National   Bank  of  Georgia,  .because;  I    felt  ..-; 
that- Bert  wanted  to  establish   an  account  here,   and  that' is. ■     ■ 
what  he  said.      He  wanted  a  good  New  York  correspondent,    and   I 
was  not  surprised  that  we   got   it. 

BY  MR.    SERINO:  ^.    .^.    ,..^..  .  ^  ..     . 

I.;,-  w.Q.'  '    Was   Ms.   yienerpresent    at    the  meeting  with   the  Money 
Committee  "on  April   24,"  19757  ■ 

A  I    think  she  was. 

Q    I  show  you  what  hax  been  marked  as  CC  Number  3,  and  . 
ask  you  if  that  is  a  memorandum  summarizing  the  presentation  ' 
of  the  Money  Committee,  as  best  you  can  recal]?      -  -' 

A    It  is  a  memo  that  summarizes  a  lot  more  than  that. 
It  is  not  just  dealing  with  the  Money  Committee.   It  says  that 
the  loan  had  been  before  the  Money  Committee,  and  a  lot  of 
other  things. 

Q    Did  you  recall  seeing  this  particular  document  at  or 
about  the  time  it  was  prepared?      ■■■  .,^  :■■/...  ,^  ■.'       '■■.-■ 

A    Yes,  I  got  a  copy  of  this  document.   ';,'''  ''"  ',  •  Z' 

Q    I  draw  your  attention  to  paragraph  number  two,  and 
specifically,  I  would  like  to  read  to  you  the  second  sentence. 
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! 

1  "balances   of   20  percent   of   the    facility  will   be  maintained   in 

2  a  National    Bank  of  Georgia  account."  _       .^    ...>.-...  ^  .- 

3  ■;■.  „  r  -  '."I -Do  youhave   any  recollection, of  where    that  particula  ■ 

4  statement  came    from? 

5  A         Ms.   Viener  wrote   it. 

J  Q  That   indicates    to  me    that  in   fact    it   is    an   affirma' 

7     -  tive|: statement  that  balances  will  be  maintained,    is-  that  not 


8 
9 
10 

12 
13 
14 
15 
16 
17 
18 
19 
20 
21 
22 
23 
24 
25 


A  It   could  indicate   that   to  you.      It  happens    to   be   a 

misstatement  of  fact,    I   should  say  at    this  point,    and  really 
should  not  be  in  thelmemoranduin..     But  it  is,  >     -^rj  -.-^ -■  '  -      •. 

-It   is'a  mistake,    and "should  not  be   in   there,   because 

it  doesn't  state   the   facts    of   the   transaction. 

Q  Do  you  have    anjr   recollection  of   that  statement   being 

in.  the  memo   at  the>  time;  the  memo  was   made?  .  •    .        '.^:  :        -       '.'-•' 
■  i,  ■       ^  ■..•..-..-• 

.:-•     A         I   am  sure- 1   do,  yes.   -    '    •  .        .   - 

Q  Did  you  say   aiything   about   it  at   that   time? 

A  I   must  admit   to  you   that   I   didn't,    and  should  have. 

Q  If  you  would  read  paragraph   two,    I   would  appreciate 

your  doing   it,   and  telling   to   us   what  you  believe    that  second 
sentence   in   its   entirety  means. 

A  I    think. that  means    that  we   were  hopeful    that  we  woulc 

become   a  major  New  York   account  for   the   Bank  of  Georgia, /  that 
that  was   our' hope. ~    And" that- as   such,   we  would  receive   a  major 
relationship,   which   is    the   $1  million    figure,    which   is    again. 
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tills  is  all  very  judgmental  on  my  part,  this  is  anticipatory 
on  my  part  alone.   It  had  nothing  to  do  with  any  conversation 
I  had  to  do  with  anybody  like  Mr.  Lance,  or  anybody  else  like 

him. 

*•  • 
I   simply   based   it  on  my  professional   experience,      . 

felt   that   it  would  be   perfectly   ordinary,    for  a  bank   like 

the  National    Bank  of  Georgia,  who  would  have   to  do   a  lot  of 

its   business   in  .New  York,   securities    and  other  things,    that   I 

know  you   know   a  great  deal   about,    that   it  would  be   perfectly 

normal    for   a   relationship   like    that   to  be   a   sizable  one_,    as 

that    $1   million    figure    that    I    just   mentioned. 

Q  But   it   is   your    testimony,    is    it  not,    that  you  had 

no   conversations   with  Mr.    Lance,    indicating    to  him   that    in 
fact,    as    a  condition  of   this    loan,  your  bank  would  obtain    20 
percent   in  excess   of  20  percent  balances? 

A  We  had  no  such   conversations,    and  no    understandings. 

Q  Do  you   know  of   anyone   else   having   discussions   with 

Mr.    Lance   concerning   this   20   percent  balance   condition? 

A  No,    sir. 

Q    Is  it  your  testimony  that  that  was  not  in  fact  a 
condition  of  this  loan  being  made  to  Mr.  Lance? 

A    Absolutely. 

Q     Is  it  also  your  testimony  that  he  was  unaware  of 
this  particular  phrase  being  inserted  in  the  memo  of  April  24, 
1975,  identified  as  CC  Mumber  1,  and  CC  Number  3? 
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'  A          Most  emphatically,   he   uas   not   aware    of  that 

2  Q  Was    anyone  else    there   at   the  National   Bank  of  Georgi 

3  contacted   by   you,   or   anybody    at  your  direction,    concerning    the 
•*  :    iiiaintenance   of   a   correspondent   relationship,    related    in    any 

5  way    to   this  particular  loan? 

6  A  No,   sir. 

7  Q  Did  you  ever  discuss    correspondent  business   with 
National   Bank  of  Georgia  following    this   particular  loan    trans 

9  action? 

10  A    Correspondent  business? 

11  Q    Yes. 

12  A  After  the   loan   transaction? 

13  Q  After  the   loan 

14  A  You  mean  other  services    that  we   can   render,    and   what 

15  we   are   doing   for  you,   and  how  we   are   doing   it,    and  all    that 
14  stuff? 
,7  Q          Yes . 
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A  h'e   do   that  rather   constantly. 

Q  Were  you  kept  informed  on   a  monthly   or  daily   basis 

of    the   balances    of   this    particular   bank? 

A  Well,   we   prepare   an   analysis    on   every    account  we 

have    in    the   bank,    on   a  monthly   basis. 

Q  I    will    show  you  ivhat  has   been    identified    as    CC-5 

and   CC-6,    and    ask   you    if    that    is    what   you    are    referring    to. 

A  Yes. 
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Q  Do  you    receive    those    in    all   of   your   banks   within   you;- 

Region? 

A  Yes,    sir. 

Q  Is    t'lat   whether  or   not   you   iiave    a  borrowing    relation 

ship  with   any  of   the  officials    of    that  bank?  ' 

A  Yes,    sir.  :      - 

Q  Do  you   review    those    documents    on    a  monthly   basis? 

A  I   wish    I    could  say    I    did,    because    I    think    I    am  sup- 

posed  to,   but   I    couldn't  say   that   I    do    it  on   a  monthly   basis. 
I    have   my   people   who    are  working   with   me    follow    the   relation- 
ships,   to   see    that  we   are  being    --    handling    the   account 
properly,    and  so   forth. 

Q  Were  you  aware,    at  sometime   following  July  of   1975, 

that    the  iNational   Bank   of  Georgia   requested    to  be   informed 
daily   about    their  balances   in   their   account   at  Manufacturers 
Hanover? 

A  I    don't  happen  to    recall    that  we   were    asked    that, 

but   it   did  happen,    apparently,   but    I   wasn't   informed   at   the 
time   that   they    asked   for  a  daily  balance   figure    from  us, 

Q  Where   do   you    think   Ms.    Viener   came   up   with   the    in- 

formation contained   in  her  paragraph   number  two   of  April    24, 
1975   memorandum? 

A  April    24,    where    did   she    come    up   with    -- 

Q  The    information    indicating    that   balances    of   20 

percent   of   tlie    facility   will    be    maintained    in   a    National    Bank 
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o£  Georgia  account. 

A    As  I  said,  I  think  that  succinctly  reflected  our 
hope  that  we  would  have  a  significant  relationship  with  the 
National  Bank  of  Georgia. 

Q    iVhere  did  the  20  percent  figure  come  from?      '  .  '    \ 

A    Well,  1  think  you  have  to  go  back  to  the  rioney  Com-- - 
nittee  to  get  an  idea  as  to  why  20  percent  would  be  a  meaningfijl 
figure  to  anybody.   That  happens  to  be  the  standard  type  of 
balance  compensation  that  is  required  for  loans  where  there 
is  a  balance  requirement  involved. 

Namely,  corporate,  basically  corporate  loans,  where 
you  have  an  understanding  with  the  corporation  that  they  will 
man  a  certain  corporate  balance.   That  is  the  only  significance 
to  having  that  particular  figure  there. 

Q    Is  it  your  testimony  that  the  loan  to  Mr.  Lance, 
made  in  June  of  1975,  in  no  way  was  tied  to  the  balance  being 
maintained  by  the  National  Bank  of  Georgia  at  Manufacturers 
Hanover? 

A    Yes,  it  is, 

Q    Who  have  you  talked  to  concerning  this  transaction 
over  the  past  two  weeks?  ,  •• 

A    Who  have  I  talked  to  --  well,  obviously,  since  the 
attendant  publicity,  we  talked  about  it  in  the  bank,  among 
ourselves.   It  is  hard  not  to  talk  to  people.   I  have  been 
accosted  since  I  was  in  the  press,  my  name  was  mentioned  along 
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ji  with   At.    Jenkins,    so   my    mother-in-law,    my    parents,   eveiybody 

2  I  who   reads    the    newspaper,    I    l>ave    talked   to    about    it.       But 

3  ■ 

^  Strictly   on    a    --    hey,    I    saw   your   name   in   the   paper   basis. 
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basically   v/e    have    discussed    it   here    in    the   bank  with   ray 
associates.  ' 

Q  Have  you   discussed   it  with   Ms.    Viener,    that  particular 

paragraph   in   her   April    24,    1975   memorandum,    paragraph   number 
two,    that    is? 

A  In    the    last    two  weeks,    have    I   ever  discussed   that 

with   Ms.    Viener   —   yes,    I   have. 

Q  And  what  was   her  explanation    to  you  concerning    that? 

A  I   don't  know    that   I    asked  her  for   an   explanation. 

I   simply   said   that   --   you  know,    there   wasn't   any   balance 
arrangement,   and   it   should  not   be   in   the    memorandum.      We    shoulc 
not  have  had   it   in   there,  because    that   is    not  --    as    I   say,    it 
is   a  misstatement   of   fact. 

Q  When   did  you  discuss,    within   the   last    two  weeks, 

this    situation  with  Mr.    Lance,    or   any   of  his    agents   or   repre- 
sentatives? ..:,..■_ 

A  I    wish    I    had    the   date.       I    think    it  was    last   Friday. 

I   guess    it  was.  i  ,:  . 

Q  Probably    last   Thursday? 

A  Last   Thursday.      Oh,    you   said,    or   his    agents.       That 

is    right,    I    did    talk    to  Mr.    Lance   on    Friday.       I    received    a 
phone    call    Thursday    afternoon    about    4:30   ii    the    afternoon    from 


3 


10 


1258 


44 

Ir.    Alex  Smith,    an    attorney   in  Atlanta,   v;ho    told   me    that  he 
had   heard    from  Mr.    Lance,    and   he   would   like    to    asl'  me   if   I 
could   give  hini  some   information   about    the  loan   transaction. 

Would  you  like  me    to   discuss    further  what   I   said    in 
^       that   conversation?  ..'      z^-  -.: 

*  I    am  sorry. 

''  Q  Please.  "'^' 

A  He   asked   for  a  list  of  things,  which   I    don't   have 

'       before   me,  but  basically  he  wanted   a  copy  of   the   note,    a 

copy  of   the   letter  of  commitment,    that   is,    the   letter  we  wrote, 
"        saying  we    agreed   to   lend  you  some   money,    and  four  or   five 

12  other  pieces    of  paper  which  he  wanted   to   review. 

13  I   told  hira  I    didn't   know  whether   I   could   get    that 

14  information,    it  was,    as    I   say,    four  --    4:50,    a  quarter   to 

15  five,   but   if   I    could,    I   would   try    to    assemble    it,"  and  try   to 

16  get  it   to  him   in   the  morning. 

17  I   asked  him  whether  he  was    representing  Mr.    Lance. 

18  I   knew,   after  I    thought   about    it,   he    identified  himself   as 

19  representing  Mr.    Lance,   or  his    firm  did,    at    the   time   Mr.    Lance 
purchased  stock   from  the  National    Bank   of  Georgia.      But    I  was 
a  little   concerned,    I   don't   like   to   give  out   information   to 
third  parties    of  any   kind,    as    to  whether   I   should   be  discussing 
the    matter  with    this    guy   over   the    telephone. 

I    didn't    know    that    I   was    talking    to   who  he    said  he 
was.      I    later  satisfied  myself  to    that,   because    I    had   to 


1259 


4  5 

1  I  call    him  back  with    the    information,    so    I    knew    that   --   we   hava 
jj 

2  I  a   letteriiead    in    the    bank,  "and   so    forth,    so    I    was    convinced 

3  I  that   he   was    in    fact    that    gentleman. 

i! 

4  11  But    in    that    regard,    I    also  placed   a  phone   call    to 


Mr.    Lance    the   next   morning,    to   ask  him  whether   in    tact   he'had 
asked  Mr.    Smith    to   get   some   documents    from  us.      He   said  he- had 
and  that  he   just    thought   that   I   knew  Alex  Smith,    and  wouldn't 
question    that. 

BY   MR.    HEIMANN: 

Q  Did   you    inform  Mr.    Lance    to    the    existence   of    the 

April    24th   memorandum? 

A  Yes,    sir,    I    did    at    that    time,    in    the    telephone 

conversation,    and   I    did  it   because    I   knew  Mr.    Lance  had  no 
idea   of   any   purported    such    arrangement,    and    that   it  would    come 
as    a  complete   surprise    to  him,   and   I    thought    it    only    fair   that 
since  he   did   know   that   our   files   had  been  subpoenaed,    that 
there  was    a  possibility    that    that   information  would  be    in    the 
possession  of  the  regulatory   people. 

Q  Let   me   ask   the  question  in   a    different  way. 

Clearly  you  must  have   known   of   the  existence    of  the 
April    24th   memo  prior   to   that  Thursday,    aad   I    may  be   jumping 
ahead,    but    -- 

A  Yes,    I    think   so. 

Q  You   said    that   you   spoke    to  Mr.    Lance    because   his 

attorney  had   called   up   and   asked   for   information,    and  you   told 
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him    about   the  April    25th   nemo,    because   you   thought  he    should 
know,   6r    the   reasons    that  'you  said. 

I£    that    is    so,    I    have   no    reason   to   believe    that    it 
is   not   so,   wl'.y   didn't  you  inform  Mr.    Lance   of   the   existence  of 
that  memo  when  you    first   came  across   it,   which  had   to  bo   ^rloi;;- 
to  Thursday,    if   it  was   only   cricket   to   let  hia  know   it  was  .      v 
there? 

A  I    did  it;,,  because   Mr.    Smith  had   told  me   that  Mr. 

Lance  had  been  called    to  corae  before    the   Comptroller,    and    at 
that  point    I   figured  he   ought   to  know   that  that  was    in   there. 
Prior   to    that   time,    I   had  not    thought   about   it,   because    as    I 
said,    the   arrangements   weren't    --    that  wasn't   our    arrangement, 
and   I   had  not,    frankly,    thought   about   the    fact   that   this    type 
of   information  would  be   requested,   or   that   --    I   didn't   know 
Mr.    Lance  would  go   and  see   the  Comptroller. 

Q  Did  you   review   all    these    records,    let  me  put   it    this 

way. 

When   the   subpoena  was    issued,    and    the   New  York   State 
Banking  Department   came   in  for   all    the   stcok,   you   organized 
it,   et   cetera,    did  you   review,   or  have   reviewed    all   of   these 
records ,    in  order   to   refresh  your  own  memory   as    to  what 
happened? 

A  Yes. 

Q    Then  did  you  know  the  existence  of  the  April  24th 
memo,  prior  to  last  Thursday  --  I  don't  care  what  the  date  was? 
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A  Yes,    I    v/ould   say    it    ca-Tie    to   my    attention  for    the 

second    time    in   lay    life,    I    guess.      The    first    time,    when    it   was 
written,    at    the    tir.ie   v^hen   we    oot    the    records    out    to    comply 


4  \'.    with    tiie    request    that  we    received   on    the   subpoena. 
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Q  tVhen   you   reviewed    it   the   second    time,    prior   to   last  ^ 

Thursday,    what    did   you   do,    if   anything?  •"  - 

A  I    didn't   do    anything.      I   knew   it  was   part  of   the 

record,    and    I   was    aware   of   it,    and   upon   looking    at   it,    I    said, 
my   goodness,    this    is    in    there,    it    is    a   mistake,    and    it    should 
not   be,    and   it    is   probably   going    to   create    a  problem. 

Q  Did  you  inform  people   in    this   organization  of    its 

existence? 

A  Yes,    I    did. 

Q    IVho  were  those  people? 

A    Well,  I  informed  my  boss,  Mr.  Krieger,  I  informed 
Mr.  Jenkins,  I  informed  Mr.  McGillicuddy ,  the  President,  and 
that  is  probably  all.   Maybe  one  of  my  --  I  guess  my  other 
associates  in  the  District  knew  about  it. 

Q    To  your  knowledge,  did  any  of  them  call  anyone  out- 
side of  this  organization?   To  your  knowledge? 

A    To  my  knowledge,  no ,  I  don't  think  they  did.   To  my 
knowledge,  certainly  not. 
BY  MR.  SERINO: 

Q    Do  you  have  any  personal  records,  of  your  own,  deal- 
ing with  this  loan  being  made  in  June  of  1975? 
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A    Records  of  my  own?   You  mean  that  are  not  just  dupli 
cates  of  this  sort  of  thing? 

q    That  is  right. 

A    Regarding  the  loan  transaction,  anything  regarding  . 
the  loan  transaction?  '' "  •: 

Q    Anything.  ;~  _-."  '^ 

A  I    don't  have   any  separate   records,    no. 

BY  MR.    IlEIMANN: 

Q  Do  you  keep   a  phone   record   -- 

A  I   have   a  phone,  yes.      I    think  that  has    telephone 

nunbers    on    it    --    do    I   write    down  who    I    talk    to,    and   what 
time   --no,    I   an  sorry. 

Q  Is    this   institution   a  sentrax  system? 

A  I    don't   think   I   know  what   a   sentrax  system  is,    to 

tell  you    the   truth. 

Q  I    am  not   sure   I    can  explain   it  myself.      It   is    like 

--  well,    let  me   rephrase   it. 

If  you  make    long   distance  phone   calls,   does   that 
go   through   a  central   switch,   where    they  write    it   down,   or   an 
automatic  sentrax  system  where   it  is    just  billed   in?     ' 

A  I    think  we   probably   are   on   sentrax,    the  best    I   can 

understand   what   it   is. 

Q  You  placed   those   calls    yourself? 

A  Yes,    I    placed    them   myself,    and   my    secretary   places 

them.      We    have   a   new   system,    which    I    don't   even    know   what    that 
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I  II  is  called.   But  that  had  nothing  to  do  '.vith  anything,  and  I 

would  get  any  calls  made  from  ny   phone  long  distance,  I  guess, 
v;ovJld  be  recorded  sonewhere,  sure. 

I  think  you  can  verify  what  phone  calls  I  make  frora 
my  phone.  > 

BY  MR.  SERINO: 
Q    Did  your  discussions  with  Mr.  Lance,  or  any  of  his 
representatives,  in  any  way  influence  your  testimony  liere 
today? 

A    Let  me  not  be  too  hasty  to  answer. 

I  don't  think  they  did.   No,  I  don't  believe  they 


did. 

MR.    SERINO:      I   have  no   further  questions. 
BY  MR.   {IE  I  MANN: 

Q  Have  you   traced  the   activity   of  the   NBG   account. 

Manufacturers  Hanover,  through  the  time  of  the  inception  of 
the  relationship,  beginning  in  May  9th  through  the  present, 
or  not   the   present,   the    last   month    or   two? 

A  I    have    looked   at   them  since   they  were   --    again,    sine 

they  were   supoenaed.      I   have    looked   at   them    to    see  what  we  wer^ 
giving   to   somebody   else.  -l-^ 

Q  Do  you  have    any  explanation  as    to  way    the   relation- 

ship  between    this    institution    and   NBG    changed   so   dramatically 
in   November   or   December   of   1976,    to   January    of   1977,    and 
February,    1977,    the    time    in  which  --    just,    I    am  not   trying    to 
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1  indirectly,    Mr.    Lanca? 

2  .  A  No,    I    did    not. 

3  Q  Wi  til    those   phone    calls,    did   you    call    then,    or   did 

4  j     they    call  you?  .i 

5  A  They    called  me.  "         % 

6  Q    T}ie  first  contact  was  their  calling  you.   Let  me 

7  try  to  be  precise  -- 
A    My  first  contact  with  any  of  the  above  was  their 

9   calling  me. 
JO        Q    Was  that  Mr.  Smith  or  Mr.  Lance? 

A    As  a  matter  of  fact,  it  was  all  three. 

MR.  SERINO:   Do  you  remember  the  date  of  that? 
THE  WITNESS:   Yes,  I  do.   It  was  last  Thursday. 
What  is  the  date? 

MR.  HEIMANN:   Well,  today  is  the  8th.   Thursday  last 
BY  MR.  HEIMANN: 
Q    As  far  as  you  are  concerned,  this  institution,  the 
first  contact  came  from  then  to  you? 
A    That  is  right. 

Q    Do  you  have  any  knowledge  of  anyone  else  in  this 
institution  who  spoke  with  Messrs.  Smith,  Lance,  Frazier,  or 
any  of  their  agents?  1 

A    To  my  knowledge,  Mr.  Brougham  had  conversations  also 
Q    To  your  knowledge,  did  Mr.  Brougham  contact  them, 
or  did  they  contact  Mr.  Brougham? 
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1  I       A    Mr.  Brougham  contacted  then. 

I 

2  May    I    go   off   the    record    for    a   moment? 

3  i  MR.    IIEIMANN:      Yes. 

i 

4  (Discussion   off    the    record.) 

5  MR.    IIEIMANN:      Back   on   the    record.  -'_ 
(,                               TUB   WITiNESS:      V/hen  we   were   notified   by    the   State       -'  ' 
7  Banking  Authorities    that    they  wished   to    review   our   records    of 

Mr.    Lanca,    and   the   National    Bank   of   Georgia,    I    called  Mr. 
9        Lance's    office,    to    notify   him    that  we   had   been    requested   -- 
that    this    information   had   been   requested. 

I    did   not  speak  with   him,    but    gave    the   message    to 
his    secretary,    so    I    did   initiate    that    call,    and   that    is    just 
what    I    ivanted    to  put    on,    and    I    forgot. 
BY   MR.    tlEIMANN: 

Q  However,   you   informed   that    the   New   York   Bank  Exam- 

iners  were    doing    this.      How   did  you   know    that    the   Examiners 
were  here    to    look   at   this   particular   -- 

A  How   did   the  notification   come    to   us,    or  to  me? 

Q  In   this    case,    to  you,   since   apparently   from  what   you 

said  you    called   up   Mr.    Lance    to    inform  him   of    this.  ■■'*' 

A  Mr.    Jenkins,    two   or    three   weeks    ago,    came    down   to 

Ely  desk  and  indicated  that  we  had  --  received  either  a  phone 
call  or  subpoena,  and  I  don't  know  to  whom  it  came,  but  that 
very  afternoon  this  information  --  and  he  indicated  that  Mr. 
Robert   Pettit  would   oversee    the   process    of   getting    the 
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Add   that    together   with    the   balance    that  was    in    there 
in    their   other   account,    $783,444,    and   if   I    can    add,    I    would 
tell   you    that    that   comes    out    to    something    like    51.1   million, 
or  whatever.  ,    ..  ■      •"'l.^r- 

:»;:•    ' -j.->  ■ 

The  point  is  that  I  am  simply  trying  to  make,  without 
being  dramatic  about  this,  is  that  the  balances  did  not  der*-^]^-" 
cline  when  Mr.  Lance  paid  his  loan  off  in  January,  early 
January  of  1977. 

This  is  simply  —  and  I  can  tell  you  why  this  is, 
if  it  is  at  all  confusing,  as  best  I  can  understand,  all  of 
these  operational  matters  here  --  well,  in  January  of  1977, 
the  National  Bank  of  Georgia  appointed  an  investment  advisor 
here  in  New  York,  Argent  Securities,  or  something,  and  Argent 
was  essentially  designated  to  make  investments  on  behalf  of 
the  National  Bank  of  Georgia.   To  do  so  from  an  operational 
standpoint,  it  was  felt  that  it  would  be  better  to  segregate 
that  out  into  a  separate  account  called  the  trading  account, 
which  is  what  was  done,  and  that  is  why  the  trading  account 
was  established. 

The  reason  that  the  totals  that  you  get  from  adding  ' 
the  $785,  or  whatever  it  was,  balance  in  January, ' and^he-' ."  ."" 
$444  add  up  to  roughly  what  the  balances  Iiad  run  all  along, 
is  because  that  activity  had  normally  just  been  in  the  regular 
account.   They  took  it  out  of  there,  and  put  it  into  a 
separate  account. 
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MR.  rlEIMANN:   I  am  going  to  do  this  a  little  bit     | 
tlif  ferently ,  if  I  may. 

MR.  SIIRI.NO:   But  in  fact  the  balances  in  the  non- 
trading  account  reflect  that  it  started  to  cost  Manufacturers 
money  for  the  services  they  were  provided  on  the  costed  seT--J: 
vices,  is  that  correct?  • -VC 

THE  WITNESS:   Let  me   see  that. 

MR.  SERINO:   If  you  look  in  the  third  column. 

MR.  HEIMANN:   I  think  the  way  to  look  at  this  -- 

TflE  WITNESS:   Not  in  January,  February  and  March, 
they  didn't.   That  was  still  profitable. 

MR.  HEIMANN:   Let  me  quote  the  numbers.   I  just 
added  them  up. 

If  you  take  the  available  for  loans,  and  other  ser- 
vices, that  net  column,  and  what  you  have  if  you  add  up  these, 
from  both  categories,  you  have,  during  this  period  of  time  -- 
well,  it  starts  to  go  down  for  the  period  of  January  and 
February,  while  the  trading  account  is  in  operation,  right? 

THE  WITNESS:   January,  February  and  March. 

MR.  HEIMANN:  March  it  started  to  trail  off,  and  by- 
April  of  1977  you  were  in  a  deficit  position  in  terms  of  all  . .' 
this,  by  the  terms  of  your  calculations. 

If  you  take  this  which  is  available  to  services,  and 
add  it  to  the.  same  column  over  here,  okay? 

THE  WITNESS:   Yes. 


98-440  O  -  77  -  pt.  2  -  57 


1268 


54 

MR.    UEII'UNN:      That  you  have   --    tracing    them  back, 
what  you  have,    is    in  January  when  this    trading   account  starts, 
it   continues    through   February,    and   it  starts    to  go   dov^^n,    so 
that  by  April   of  1977   you   are   in   a  net   deficit  balance  posi-.  '^ 
tion   for  services   of   $141,000,  putting   the   two   together.   "''-,;^: 

THE  WITNESS:  My  point  was,  for  those  three,  months, t^s 
January,  February  and  March,  we  were  most  certainly  not'iira'"' 
deficit  position,  at  least  for  the  first  two  months,  January 
and  February,  we  were  in  roughly  the  same  position  that  we 
had  been  before. 

MR.   HEIi\UiNN:      Off   the    record. 

(Discussion  off   the  record.) 

MR.    HEIMANN:      Back   on  the    record. 

Then  we   could  say   that   the   relationship   didn't   chang< 
over  a  period  of   time? 

THE  WITNESS:      I   have    to  --    I    an   looking    at   the   total 
relationship   that   I   have  here,   balance-wise,    that  is  here   in 
the  bank,    that  is  money   in  our  bank. 

MR.    SERINO:      I    don't  have   any   further  questions, 

MR.    HEIMANN:      I    have   none.  ''        ,' ^       't 

MR.    SERINO:      Thank  you,   Mr.    Brougham.      I    appreciate 
your   coming.  * 

(Whereupon,    at   4:45   p.m.,    the    taking   of    the    depo- 
sition  was    concluded.) 
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I,    jr:iecr.    \.0£,^sl■■s ;    r.h. ;    cfvic<:r   oc::Z"<j   »vho;"    tivi    fo>'s- 
goJug    i.-p  jiicior:   W5j.3    ■calicn.*  do    i'.or-j:.y    cciit:'!/    ll'fit    t!ie   v'i'cness 
••;h:-sj    v-Ij  !;ii:".a'.y    f^.ppjssri   5  w    cht    f  c-ragc- 1;i.h  ;? -v,-,>r.  it:"  o.i  v-.as   duly 

1.^3    sttJiiographicall/    :ind    thereaif^r   reJ'Jcod    to    typ3v;rit;ing    tjndei 
111/   Girc~;;ion;    that  s;-id   doposi'j.ion   is   s    erue   record   o£    the 
t3Stii'.0;iy    given   '.;;.    Scii<'    •.iv.vizs,;    that    I    r.ni   neither   counaeJ. 
for,    related   tc,    nor  oripl'.oyeJ  b/    any   oJ   the  parties    to    the 
eci.i-r>    ;.r.  uhi;:',.    tJ.is   ooj.'ositic;n  w?.5    talcer. ;    end,    furthnr,    that 
I    r.n   r.n~    ?.  ri.lE-:ive    or  .:r..n.loyec    ox   l-.iv/   rtooriiiiy   cr   counsel 
Piiiijl.cya.'i   by    the   uartief    Iiorst.T,    nor   f  inane  Ir.lly   or   otherwise 
interested   i:5   t',\s   oiitcoi.-e   of   t'rie    actio.i. 


Nota^^Pubiic    ir./  a;?^  for 
the    State   of  New   lork 


;''y    terr.!  oKnir:53   Mardi    30,    1979, 
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New  York,  New  York, 
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ii  E.^2.£EEDI^NGS_. 

2,'  MR.  SERINO:   Would  you  state  your  name  and  address? 

MR.  GERWIN:   Thomas  Gerwin,  201  East  66th  Street, 
New  York. 

MR.  SERINO:   The  Office  of  the  Comptroller  of  the 
Currency  is  presently  conducting  a  special  investigation  into 
i  certain  activities,  into  National  Banks,  which  we  believe  you 
may  have  some  information  on  because  of  your  position  here 
at  Manufacturers  Hanover. 

Although  you  are  appearing  here  pursuant  to  a  sub- 
poena, your  testimony  must  be  voluntary.   Do  you  understand 
that? 

MR.  GERWIN:   Yes,  sir. 

MR.  SERINO:   As  you  can  see,  a  transcript  is  being 
made  of  these  proceedings,  and  if  evidence  is  developed 
indicating  violations  of  Federal  or  State  law,  the  testimony 
given  here  may  be  used  against  you.   Do  you  understand  that? 

MR.  GERWIN:   Yes,  sir. 

MR.    SERINO:      You   may    refuse    to    answer   any  questions, 
the   answers    to  which  may   incriminate   you.      Do   you  understand 
that? 

MR.    GERWIN:      Yes,    sir. 

MR.  SERINO:   You  may  be  represented  by  counsel.   I 
understand  that  Mr.  Balamut  is  your  counsel  here  today,  is 
that  correct? 
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'  ij  MR.    GERWIN:      Yes,    sir. 

2  |i  MR.    SERINO:      You  understand  that    if   at. any    time  you 

^  j:    would   like    to  speak   to    counsel  you  may  stop   the  proceedings 


and   speak   to    counsel? 

MR.    GERWIN:      Yes,   sir. 

MR.  SERINO:   Understanding  that,  do  you  wish  to 
proceed? 

MR.  GERWIN:   Yes,  sir. 

MR»  SERINO:   Would  you  swear  the  witness,  please? 
Whereupon, 

THOMAS  GERWIN 
was  called  as  a  witness  and,  having  been  first  duly  sworn  by 
the  notary  public,  was  examined  and  testified  as  follov/s: 
EXAMINATION  BY  COUNSEL  FOR  THE  COMPTROLLER 
BY  MR.  SERINO: 
Q    How  are  you  presently  employed,  Mr.  Gerwin? 
A    I  am  the  Vice  President,  Deputy  District  Head  in 
the  Southern  Division  of  the  --  Southern  District  of  the 
National  Division. 

Q    How  long  have  you  been  so  employed? 
A    I  have  been  with  the  bank  for  about  ten  years,  and 
in  this  position  about  five  or  six. 

Q     In  that  capacity,  what  are  your  principal  functions? 
A    I  am  responsible  for  our  banking  relationships  and 
corporate  relationships  in  the  State  of  Florida,  Alabama, 
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Georgia  and  Mississippi. 

Q    Who  is  your  inunediate  superior? 

A    Bruce  Brougham. 

Q    Under  your  supervision,  are  a  group  of  individuals 
--  what  is  their  title  or  function? 

A    We  function,  with  Mr.  Brougham,  as  the  District 
head.   I  am  the  Deputy  District  head,  and  we  have  two  groups 
of  teams  under  me  and  Mr.  Brougham,  one  headea  up  by  Betsy 
Viener,  responsible  for  Georgia  and  Alabama,  and  another 
individual  responsible  for  our  business  in  Florida. 

Q    I  would  like  to  draw  your  attention  to  the  spring 
of  1975,  your  first  contact  with  Mr.  Bert  Lance.   Do  you 
recall,  or  have  any  recollection  of  the  meeting  you  attended 
in  April  of  1  "  ? 

A    Yes,  I  do. 

Q  Do  you  have    any   recollection  of    a  prior  meeting, 

prior   to  that  particular  meeting? 

A  No,    sir. 

Q  I   would   like    to  show  you  what  has   been   identified 

as   C   of  C  Number   2,    and   ask  you    if   that   is    a  memorandum   you 
prepared   concerning    that  particular  meeting  with  Mr.    La..ce. 

A  Yes,    it   is. 

Q  Can  you   testify   as    to  what    took  place    at   that 

particular  meeting? 

A  Yes ,    I    can. 
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Q  What   did    take   place? 

A  Mr.    Lance   and  Mr.    Cleveland  came   in  and  visited  with 

Mr.    Brougham  and  myself.      The  primary  purpose  was    to    inform 
us   of  his    desire   to  purchase   the  National    Bank  of  Georgia,    to 
determine  whether  we  had  any   interest  in  assisting  him   in   the 
financing   of   the   stock    that  he   potentially   could  purchase. 

Q  Did  you  have   any  discussion  at   that   time   concerning 

the  possibility  of  obtaining    the  correspondent  bank  business 
of   the   National   Bank  of  Georgia? 

A  Not   as   such.      We   met  primarily  with  Mr.    Lance    to 

have  him   tell   us    the   --    that  he  had  an  opportunity    to  purchase 
this   bank,   and  at   the    time  he  was    really   asking  us   whether  we 
were  willing   to   assist  him  in  financing    this    transaction. 

Q  Did  he   indicate    at   that  time    that  he   in   fact  was 

an  official   of  the   bank? 

A  I    don't   recall. 

Q    Do  you  know  whether  or  not  he  was  in  fact  an 
official  of  the  bank  at  the  time  hewas  seeking  a  loan  from 
you? 

A    I  don't  believe  that  he  was. 

Q    If  you  would  look,  I  draw  your  attention  to  the  last 
paragraph  of  that  memorandum,  and  there  is  some  discussion 
concerning  your  relationship  with  Citibank, 

Do  you  have  any  recollection  of  that  discussion? 

A    No,  I  don't. 


1277 


i!  7 

ij 

'  ,1       Q    Do  you  have  any  recollection  of  discussions  with  Mr. 

2  j  Lance,  Mr.  Cleveland,  Mr.  Brougham,  or  Betsy  Jo  Viener  con- 

3  cerning  the  correspondent  relationship  of  the  National  Bank  of 
^  j  Georgia? 

5  A    Yes,  I  do. 

6  Q    What  was  that  discussion? 

^  A    Well,  as  indicated  in  the  last  paragraph  of  my  memo, 

one  assumes,  with  the  proper  solicitation  and  effort  we  could 
9   develop  a  meaningful  relationship  with  the  National  Bank  of 

10  Georgia. 

11  We  viewed  the  National  Bank  of  Georgia  as  being  a 

12  vigorous  force  in  the  Atlanta  market,  someone  we  would  prob- 

13  ably  like  to  do  business  with,  and  one  that  we  would  work  on 

14  trying  to  develop  new  business  from. 
Q    Did  you  do  anything  to  obtain  that  business? 
A    I,  personally,  did  not.   The  members  of  our  group 

did. 

Q    What  did  they  do? 

A  We  called  on  the  appropriate  operating  people,  the 
people  in  the  securities  area,  the  appropriate  people  in  the 
National  Bank  of  Georgia's  trust  area,  in  an  attempt  to  sell 
the  services  that  we  normally  sell. 

Q  Prior  to  May  8,  1975,  were  you  aware  of  anything 
done  by  Manufacturers  Hanover,  or  any  of  its  officials,  to 
solicit  the  business,  the  correspondent  business  of  National 
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1  il    Bank   of   Georgia? 

2  I  A  I    am   aware   of   the    fact    that  we   had   an    account  with 
I 

3  ;    the  National   Bank  of  Georgia,    that  ivas   opened  at  one  point, 
i 

4  •;    and    then    terminated.      I   personally  was   not   traveling   in 

5  il    Atlanta  at   the   time,    so    I   did  not    go   there   to  call. 

I! 

(,   I  I  would  assume  that  in  our  routine  calling  efforts 

7   in  Atlanta,  this  being  a  relatively  major  bank,  that  we  could 
have  gone  there  and  made  an  attempt  to  solicit  the  business  -- 

MR.  BALAMUT:   Excuse  me,  Tom,  you  only  have  to 
answer,  the  question  within  your  own  knowledge. 
BY  MR.  SERINO: 
Q    Were  you  aware  that  this  account  was  open  at  the 
time  of  the  transaction,  back  in  April  and  May  of  1975,  were 
you  made  aware  of  the  fact  that  the  bank.  National  Bank  of 
Georgia,  opened  an  account  in  the  amount  of  $250,000  on  or 
about  May  8,  1975? 

A    I  am  sorry,  could  you  repeat  the  question  again? 
Q    Were  you  aware,  back,  in  April  or  May  of  1975,  when 
the  National  Bank  of  Georgia  opened  its  account  with  your 
bank? 

A    I  don't  specifically  recall  when  the  account  was 


opened. 


MR.  HEIMANN:   May  I  follow  that  up? 
MR.  SERINO:   Yes. 
BY  MR.  HEIMANN: 
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1  !|      Q    In  the  normal  course  of  the  operations  that  you 

2  ;  envisioned,  would  you  at  some  point  have  been  aware  that  a 

3  '  new  relationship  had  been  started  with  a  major  bank  in  the 
Atlanta  region? 

5        A    Yes. 

J        Q    IVho  would  have  made  you  aware  of  it? 
7  I      A    An  information  sheet  comes  around,  indicating  all 
our  new  accounts,  when  they  open.   It  has  a  buck  slip  on  iv 
9   I  am  sure  that  it  crossed  my  desk,  and  that  I  saw  it. 
Q    All  right. 

Then  if  I  can  interpolate,  sometime  after  May  9, 
when  the  account  was  actually  opened,  a  memo  would  have  come 
across  your  desk,  indicating  that  in  fact  the  account  was 
opened? 

A    A  notice  of  an  account  having  been  established  would 
have  come  across  my  desk. 

Q    Do  you  want  to  show  him  that  thing? 

MR.  SERINO:   I  show  you  what  has  been  identified  as 
CC  Number  9,  and  ask  you  if  you  can  identify  that  particular 
document. 

THE  WITNESS:   George,  can  I  ask  you  a  question? 
MR.  BALAMUT:   Yes. 
(Discussion  off  the  record.) 

THE  WITNESS:   As  such,  this  specific  document  I 
cannot  identify. 
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i; 

1  jl  The  form  aid  format  I  can  identify,  it  is  one  of  the 

2  I  first  pages  of  our  files. 

3  I  We,  for  all  of  our  accounts  that  are  opened,  this 
form  gets  into  the  file,  indicating  how  it  opened,  when  the 
initial  deposit,  the  services  we  attempt  to  sell. 

MR.  HEIM\NN:   Can  I? 
I  am  just  curious. 
BY  MR.  HE I MANN: 
9       Q    What  happens  in  this  institution  when  you  have  been, 

10  as  you  believed  it  to  be,  an  account  was  solicited  at  some 

11  period  of  time,  and  whether  that  was  a  constant  solicitation, 

12  or  somebody  took  a  shot  at  it  every  time  they  would  be  down 
there,  which  would  be  a  normal  practice,  and  then  finally,  lo 
and  behold,  it  happened. 

What  would  normally  happen  in  this  insitution  when 
an  account  that  could  be  a  meaningful  one,  is  opened?   Is  it 
normal  to  congratulate  the  person  who  got  it,  is  it  normal 
to  call  up  the  account  and  say  hey,  well  thank  you,  whoever 
is  in  charge,  or  is  it  normal  to  pretend  as  if  it  didn't  happei, 
and  no  contact  was  made? 

A    It  is  normal  for  the  district  head  to  send  the 
appropriate  officers  down  there  to  solicit  business.   In  this 
situation,  junior  officers  were  sent  down  to  the  national 
Bank  of  Georgia,  our  operating  people  were  sent  down  to  the 
National  Bank  of  Georgia  to  further  determine  what  we  could 
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1  jj     do    in    the    form   of   services. 

2  Q  After   the    account  has   been  opened? 

3  |!  A  Both  before   and   after,    is    the   normal  procedure. 
I 

4  I  Q  In   this    case,    is    there   any  way,    to   your   knowledge, 

5  your   junior   officers    --    I    am  not   sure    that   is    the    right  wcfrd, 
j        people   were   sent    to    that   institution   immediately   prior    to 

7   !     the    receipt   of   the   May    9th   deposit   of   $250,000? 
A  I    don't   know. 

Q  Or,    in   fact,    between   the  period  of  May   9,    1975   when 

it  was    received,    to  June    30th,    1975,   and   that   date  your   -- 
if  you   are   not    clear,    that   is    the   date    in  which   the    loan  of 
Mr.    Lance  was    closed. 

From  any   time   in  this   period,   was    it    the   normal 
practice   of   this    institution   to   follow,    for  example,    the 
solicitation  of  what   do'  we   do   for  you  now   that  we   have    the 
money   in  the   shop? 

It   is   not   very  eloquently  phrased,    but    I    think   it 
gets    the  message    across. 
A  I    don't   recall. 

Q  You   don't    recall. 

If  such   a  visitation  were   made    in  person,    or  phone, 
would   it  be   for   the  normal   practice  of   this    institution   to 
make   a   record  of    that   conversation,    for  example,    we   can  offer 
services  ,   and   they   said   they  want    to   find  out  more   about   it? 
I    am   trying    to  be   --    what    is    the   normal  practice? 
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A    It  is  normal  practice  to  document  that  in  the  file. 
Oftentimes  it  doesn't  happen.   Now  that  you  are  working  on  a 
major  relationship,  and  you  are  there,  and  you  are  calling  on 
4  i  them  and  you  send  your  operations  people  down,  and  you  ma^.e 
every  effort  to  develop  the  business,  and  it  may  or  may  no^ 
reach  the  file  -- 

MR.  HEIMANN:   Off  the  record  for  a  second. 
(Discussion  off  the  record.) 
MR.  SERINO:   On  the  record. 

I  would  like  to  identify  this  as  CC  Number  11,  which 
is  a  memorandum  dated  June  12,  1575,  and  ask  you  if  you  can 
identify  that  particular  document. 

(The  document  referred  to  was 
marked  for  identification  as 
C  of  C  No.  11.) 
THE  WITNESS:   Yes. 
BY  MR.  SERINO: 
Q    What  is  that  document? 

A    It  is  a  call  report  of  Messrs.  Pettit,  Brougham, 
indicating  attempts  to  sell  services. 

Q    Is  that  the  type  of  meeting  that  you  would  expect 
this  institution  to  have  following  the  initiation  of  a  corres- 
pondent account? 
A    Yes. 
Q    Are  you  aware  of  any  other  meetings  ,  documents  that 
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If  t 

1  \'     reflect  meetings  in  this  bank?  > 

2  ||      A    Not  to  my  knowle'dge.  j 

3  !'       Q    Could  you  search  the  files,  and  it  would  be  helpful 
li 

4  !:  if  you  do  have  any  other  meetings  at  or  about  the  time  between 

April  24th  and  June  30th,  following  your  meeting  of  April  '16, 
1975,  with  Mr.  Cleveland  and  Mr.  Lance. 

Did  you  and  Mr.  Brougham  sit  down  and  discuss  this 
particular  loan  to  Mr.  Lance? 

A    Yes,  we  did. 

Q    What  were  the  nature  of  your  discussions? 

A    Primarily  the  ability  of  Mr.  Lance  to  enter  this 
situation,  to  --  his  ability  to  operate  the  bank,  h  is  ability 
to  operate  the  bank  on  a  profitable  basis,  the  potentiality 
of  this  bank  becoming  a  holding  company,  a  discussion  on  our 
source  of  repayment,  discussion  on  the  quality  of  the.  collateral 
that  they  would  be  looking  at. 

Q    What  was  your  expected  source  of  repayment  on  this 
particular  loan? 

A    The  eventual  sale  --  the  eventuality  of  this 
institution  becoming  a  holding  company,  and  the  sale,  and  a 
portion,  or  some  of  Mr.  Lance's  interest  in  the  National  Bank. 
BY  MR.  HEIMANN: 

Q    In  your  discussions,  did  you  consider  the  possibilit; 
that  the  sale  might  not  be  possible,  and  other  forms  of 
repayment  under  those  circumstances? 
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A    I  am  sure  we  did.   I  don't  specifically  recall  now. 
At  the  time  we  did  have  an"  analysis  of  the  bank  stock  done, 
or  of  the  bank  done  for  us.   We  thought  we  were  on  a  book 
value  basis,  dealing  with  a  sound  institution,  and  because  of 
that  we  viewed  no  major  difficulty  in  getting  paid  in  due 
course . 

Q    In  your  experience  in  this  institution,  is  it  normal 
to  grant  a  loan,  payment  which  is  predicated  upon  the  sale, 
that  ownership  position,  or  in  part,  in  the  relative  near 
future,  say  two  to  three  years? 

A    It  is  not  beyond  the  realm  of  normality* 

Q    Have  you  participated  in  another  loan  of  that 
nature? 

A    Yes,  I  have  made  corporate  loans,  that  I  knew, 
based  on  the  earnings  record,  the  company  would  have  to  sell 
equity  in  order  to  repay  us,  or  they  would  have  to  refinance 
in  one  way  or  another, 

Q    Has  that  ever  been  done  on  a  personal  basis,  to 
your  knowledge? 

A    I  don't  know  whether  individual  loans  have  been 
made  in  our  district. 

Could  you  repeat  your  question  again,  please? 

Q    I  forgot  what  I  said. 

MR.  BALAMUT:   What  he  is  trying  to  get  at,  in  your 
district,  have  you  ever  made  a  comparable  loan,  not  to  a 


1285 


1  I  corporation,  but  to  an  individual,  where  the  source  of  repay- 

2  ment  would  be  either  the  company  that  he  is  buying  control 

3  I  of,  does  a  public  offering  of  its  shares,  or  that  failing, 

4  does  a  secondary  --  in  other  words,  take  some  of  the  shares? 

5  Some  secondary  offering? 

6  THE  WITNESS:   Offhand,  not  that  I  can  recall. 

7  MR,  BALAMUT:   Can  I  make  an  observation  for  the 
record,  Mr.  Comptroller? 

9  I  only  say  this  because  I  think  I  have  a  somewhat 

10   broader  spectrum,  since  I  have  more  divisions,  et  cetera, 

that  I  know  from  my  own  knowledge,  I  can't  tell  you  how  many, 
but  there  have  been  comparable  situations. 

MR.  HEIMANN:   But,  from  your  own  knowledge,  sir,  it 
would  be  relatively  unique? 

MR.  BALAMUT:   Relatively,  yes,  because  it  wouldn't 
make  any  difference  whether  it  was  an  individual,  or  a  corpor- 
ation that  said  it  was  going  to  repay  its  loan  by  going  to 
the  market,  because  the  market  slips  away  from  you. 

MR.  HEIMANN:   Off  the  record. 

(Discussion  off  the  record.) 

MR.  HEIMANN:   On  the  record. 

I  would  be  curious  to  learn  whether  or  not 
Manufacturers  Hanover  has  made  such  a  loan  to  another  indi- 
vidual in  the  last,  say  five  years,  for  the  purpose  of  taking 
control  of  the  banking  house  --by  banking  house,  I  mean 
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1  |j    banking   institutions,    commercial   banks. 

I    clearly   don't  expect   an   answer   to   that   today,   but 
I   would  be   interested   in  whether   they   have  made   one  or  more 
<  ll    such   loans  within   the   last   five  years. 

MR.    BALAMUT:      We   could   try    to   find  out. 
BY  MR.    SERINO: 

Q  In   discussing   this  particular  loan,   Mr.    Gerwin,   did 

you  ever   discuss    the  possibility  of  obtaining   compensating 
balances    from  the  borrower? 

A  No,  we   did  not. 

Q  Did  you   ever  discuss    the  possibility  of   the  National 

Bank  of  Georgia  depositing,   or   establishing   a  correspondent 
account    as    a  condition   for  this   particular  loan? 

A  No,  we   did  not. 

Q    I  would  like  to  show  you  what  has  been  identified 
as  C  of  C  Number  1,  and  C  of  C  Number  3,  and  if  you  will 
look  at  C  of  C  Number  1,1  would  ask  you  whether  you  have 
ever  seen  that  particular  document  before? 

A    Yes,  I  have. 

Q  When  did  you  see   that? 

A  Within   the    last   30   days. 

Q  Did  you  see   it   on  or  about   April   24,    1975? 

A  I    don't  believe  so. 

Q  Did  you  have   any  discussion  with  Mr.    Brougham   or 

Ms.    Viener    concerning    this   particular    loan,    and    these 
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i 

I  particular  terms,  back  in  April  of  1975? 

i 

A    Not  after  our  initial  April  16th  meeting. 

j       Q    You  had  no  discussions  with  them  concerning  this 
loan  after  that  April  16th  meeting? 

A    No,  sir,  I  attended  the  first  meeting  in  Ms.  Viener':; 
absence,  and  I  wrote  the  April  16th  memo.   Mr.  Brougham  and 
I  then,  as  I  mentioned  earlier,  discussed  the  relative  merits 
of  the  situation,  and  that  was  my  last  involvement. 

Q    And  you  have  no  recollection  of  any  discussion  con- 
cerning the  possibility  of  compensating  balances? 
A    No,  sir. 

MR.  SERINO:   I  have  no  further  questions. 
Thank  you,  Mr.  Gerwin. 

(Whereupon,  at  5:38  p.m.,  the  taking  of  the 
deposition  was  concluded.) 
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I,    Jcjsoh    '.Icj'/'ra ,    tlM-    of  fie..--.-   b-ifcTi   xf.o;n   tli^i    fc^-c- 
roini;    dipositicn  was    takeii^  da    hire!;y    cCiCli/    that    the   i;it.ness 
v,':-.ose    te3ti;noiiy    appeal's    in    the    foregoing   deposition   was   duly 
sv."jt:i    by    "le;    that    the    tjs  tiiiiony    of  zcid  wiintbc    was    tak&n    by 
me   stenographically    and    thsrsaftsr  reduced   to   typewriting   yndei 
i;iy   direction;    t.hat  said  ueposi'.ion   is    a  true   record   of   the; 
tsstXTiZP.y   ^ivai   by  siiid  v/itsiess;    that    I    2:u  reither  coun-iol 
foi',    rolattd   vo,    nor  err.pioysd  b>    any   of   tha  parties    to   the 
p.ctio."    in  v.'hicr    this    deposition   \;as    taker.;    aiid,    :!;!jrthey,    that 
I   am  not   a  rol?tive   or  employee    of  any   attorney   or   counsel 
oir,plo/:3d   by    the   parties   hereto,   nor  financially   or  otherv/ise 
interested   in   the   cutcoi.ic   of   tlie    actio:.!. 


io'r.Sv^  l-"u'.jj.j. c   \n   z^   for 
tlie   State    of  Ne*'  York 


-ly    term  expires    I-'arch    30,    1979, 
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PACK   1 

1  ;i  MP..  .^EUIMO:   V'e  csn  CO  or.  tj-.s  r.-cr^rd,  now. 

2  !  r'H.  DICKSON:  'I'ay    I  net  a  cooy  of  tne  transcript? 

3  I!  f;a.  ';EMI.0    V:.j  .-.-:y;  y^  r.  . 
'.H'   arc-  ■!:)7-cser'.tli'  conducting  fui  iiic-uirv  ori  Lehalf  of 

tlu:  office  of  the  Comt-trollyr  of  the  Currency  into  matters 
Drisiino  cut  or  transactions  occurring  at  various  National 
Dar.ks,  includino  the  t-'ationai  BanJc  of  Georgia. 

^ly  nans  in  Robert  B.  Gerino.   I  air'  Director  of 
Eiiforcenc-nt  and  CoPT-'liance  in  tha  office  of  the  Comntrollejr 

10  of  the  Currency,  and  '.-ith  r'e  is  Mr.  Lou  Frank,  Senior 

11  I  National  Ban);  Fxa-'iint-r  and  Deputy  regional  Administrator 

12  ^      of  National  Banks. 

I  U'e're  going  to  ask  you  questions  concerning  certain 

of  your  activities  at  the  r<ank ,  and  if  you  do  not  know 
the  answer,  or  would  like  to  step  out  and  speak  to 
counsel,  you  may  do  oc  at  any  tir;e.   I  icnov  you  did  not 
bring  counsel  v.dtli  you  toc^.y.   The  testirony  here  must  be 
entirely  voluntary.   Do  you  understand  that? 

MR.  DICKSOi^::   Yes. 

MR.    oERIMO:      "'.r.    ".-"rank,    vculd  you   sv/ear   the  v;itnes3 , 
please? 

22  |i    Khcrouijon, 
'I 

23  ■'.  jn^-'.ES    HILL    DICKSON 

24  va.s   sc/orn   as    a    v/itness   by   Mr.    Lou   Frj.ni':,    vas    sxaminfd 
2.>  and   testified   as    follows; 
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DY    MP.     SF.RINO: 
0  '.'oul.-''    "Oil    sto'i-   your    r<'ro,    .-:nf;-ll 

your  ad(!lr&r.r. ,    iileiirir;':' 

^.  i'"   nar.e    is    Jar.fts    Hill    n5  cicscn  •    n 
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'our   last   name;    and 


-k-s-a-n,   Jr'il7.  ''" 
nv   ho-e   ncclreFs    is    3204    Srroketree   —    ona  vord   —    Smoketree  ■::';?. 
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Road,  N.n.,  Atlanta,  :iO?.';rj, 

Q.  fir.  nickEon,  wcaild  you  ntate  for  r>e,  pleai^e,  your 

backqround  as  a  banker,  ^'enerally,  over  the  last  ten  years? 

A.    Curing  the  past  ton  years  I  have  --  until  the  first 
of  this  year  --  served  as  Senior  ^'ice-President ,  or  Executive 
Vice-Presiccnt  and  Comptroller,  of  the  National  Bank  of  Georgia 
in  Atlanta. 

C-     'nd  in  thr.t  capacity,  Vj-hat  were  your  principal  func- 
tionc? 

.\    CvRr  the  past  tsn  years  niy  principal  functions  were 
those  of  Financial  Officer,  v;hich  Knconpassr-d  for  a  period  of 
that  tine  direct  responsibility  for  investments.   For  the 
accounting  ?.nd  reporting  functions,  as  •veil  as  I  nerved  as 
Secretary  of  the  Board  cf  Cirectorr.  and  Ixecutivf:  Corn-Tittee,.  , . 
and  for  a  part  of  th&t  tJ^Tie  as:  an  ^dvisory  Hemher  of  the  Board 

0-     '/.'hat  types  of  ccv.n  ittces  -..src  f.^tablir.hr:^  at  the 
Pank  that  you  'rzre.    either  a  merier  of,  or  Secretary  to,  Mr. 
Dickson? 

S.     Well,  bt-sic'ss  the  ITxecutiv::  Corr-rittee  -- 
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I  I,       p.     Could  you  t-ill  — 


2 


3 


•'?..  Sr.RiKOi      Stri;:e  that. 


DV  :-!R.  ."?iRT.':0: 


0.  Startin'7    in,    s<ny   ?r:'ori:ar:'   o^   ;")7=,    could   you    tell 

5    |-  v.-ho  v;ere   the   nic-rbors   of   that   Executive   Coivr^itteeV      Do  you  have'-, 

5     I  -iny    recollection? 

7    'i  .1.  J    i^on't    reTien'rrr   all    of    theTr.      T    coulc''    remember   a    few 

'  I' 

g  ,•  raircs  but  1    don  t  re'nenber  all  of  them. 

9  1!      0-  Who  do  vou  recall  baing  iriarLers? 

10  S-     I  think  one  that  v.-ould  're  probably  throughout  that 

11  I  period  was  —  beside  the  chief  executive  officer  at  the  Bank 

12  ^  --  Harold  Krockey.   Probably  for  most  of  that  period,  Alvin 

i  Gates.   And  I  really  am   not  sure  hov;  irany,  because  there  v/ere 

14  ^  some  rotation  changes. 

< 

15  ^      (X    What  was  the  function  of  the  Executive  Conmittee,  Mr. 

16  ?  Dickson? 

17  I      A.    The  Executive  ConF'ittee,  under  the  By-Laws  of  the 
IS  .  Bank,  had  the  power  and  responsibility  for  conducting  the 

19  I'  affairs  of  the  Dank  in  the  interin-.  beb?een  the  Board  meetings. 

I!  ■  ,       - 

20  ];  0  And  you  v/ere  v;hat,    on   that   Cori'Tri ttee?      You  were   the-'- 

21  'i  Secretary? 

22  A.  I   was    Secretary   of    the   Copr^ittee.      Not   a    voting    mem- 

23  ]  ber   of   the   CoTrjruttee. 

24  <)•  '^ny   other    corarrii  ttees    th?.t   you   v/ere    a   menber   of? 

'I 

25  '       A.     Not  of  the  Roard  of  Directors.   No  other  connittees 
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of    '-.iic!  >3oa:^'.   of    Dir.TtC'rs.. 

C.  Wr?re   yo'.:   also   r-c.crr;tar\'  of  th*?  r-oar'i^  of  Directors? 

A.  T   '•'2"    alro   ."vscr^tarv  of   tli-^  Poarr?   of    Pi  rectors^. 

Q.  V/hat   specific    lino   functions    did   you  hsve   in   the- 

Bank    in  your   capacity    =c   Cor^ntroller  of   the   Bank? 

/.  v/ell,    as    I   if^ntioneH ,    the   investr;ent  portfolio;    thft 

tax   plnnninij;    the   responsibility   of   tr^'irsg   to  t^aintain    lic':!i<?- 
ity.      Trying    to    Fee   that    the  3oar5  raenbers   made  certain   re- 
ports,   like    the   CC-903029,    and   that   sort  of   thing.      Just   re- 
ninding   thir»m    to    rer^ort   changes    in  0'7nershi»-i    in   the  Hank   '?tocJ:. 
X    f^ort    of   ^ad   the   cenl-.ral    resrcn^rihility    for   the   Comptroller's 
'■"anusl  ;    keening    it   up   to   date.      T    think    T  vas   one  of   the    few 
that   tried   to  keen    it   '.ir   to   date,    and   I    don't  know  whether  — 
and   a'.on'j  '.-.•ith    that    I   ua'~    in   ch2r7e,    had   the  overall   respon- 
3ibilitY    for    the   General    Accounting,    vhich    did   the  Call    Reports 
and   the  various    other    rsports;    Annual   Ropiort.       I   certified   the 
Annual   "sport,    before  ve  got   into    the  rr!?.tter  of   public 
accountant's   certification. 

C-  did  you  have   any    responsibility  over   correspondent 

bank   business? 

J*..  During    a   oeriod  of    that    tirae    I    was    responsible    also 

for    Lho   general   operatiDn'^    and    in    "nspect   to   the   correspondent 
b.in':s     ny   only   real    concern   and    activity  vas    the   ser'/ice   that  v.'e 
got,    o.:rticularly   in   the    line  of   clearings,    and   also  vrith 


fi 


:3:;^ect   to   Tafrkoeoinq   of    lecurities    in    the   portfolio,    which 


J 
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il  were  largely  naintained  in  New  Vork  for  th.e  sasa  of  ericbancres 
and  also  for  the  pledges  of  public  funds,  and  that  tyne  of 
thing. 

0.    When  you  say  "ou  v/are  concerned  about  the  services 
you  obtained  — 

A.    Yes;  largely  in  the  natter  of  clearance  of  checks  . 


4 
5 

6 

-J    II  and  getting  nroper  credit,  and  also  --  there  v/are  many  problems 

il 
„  Il  in  that  area  from  tifne  to  tirna. 

Q  |!      CI    Let's,  if  I  may,  draiv  your  attention  to  the  period  of 

li 
,Q   time  February,  1975,  if  I  nay.   I  know  you  don't  have  any  docu- 

.   5  ments  here  with  you  today,  I'x .    Dickson,  and  you  are  responding 

12  S  pursuant  to  nv  telephone  call  of  yesterday  asking  you  to  appear 

z  so  you  certainly  came  without  any  information  that  could  refres 

1^  ■  your  recollection.   I  will  try  to  refresh  your  recollection  as 

< 
,5  ^  best  I  can.   During  that  period,  starting  in  February  of  1975, 

jg  I  did  you  have  any  discussions  v/ith  any  New  York  banks  concerning 

j7  S  the  services  that  you  were  obtaining,  as  to  whether  they  were 

jg  ,  good,  bad,  or  indifferent;  if  you  can  recall? 


B.    I  can't  recall  any  specific  instances.   I  know  there 
was  a  general  atmosphere  that  had  prevailed  for  several  years, 
and  we  had  made  --  I  don't  know  whether  you  care  about  the 
T2  il  names  of  the  other  Banks  or  not  --  but  we  alv.-ays  had  a  bank-to- 
^3  '<}    bank  relationship  in  Nev;  York.   Just  to  be  brief  about  it,  at 
^4  i  one  time  Chase  was  our  main  corresnondent .   v;e  had  communica- 
-.5  I  tions  problems.   We  had  operational  problems,  particularly  in 
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I    !i    the  area  cf  olonring   j-^curity   transactions    and   getting   assign- 

->    \\    nents ..    so   It  ua.s    .'suggested,    and   I   dcr. 't    remerriber    at  -jrhat    tirra, 

ij 

_(    '■'  tiiat   Katior.al   City   --    "irst    National  City  vould  probably    do   a 
'.  *    "it. 

4  ,!  better    job,    so  ;>-s   noved   everything   to   First   National   City.'.   •]\f, 

5  Coramun.i cations   problems   persisted,      alona  with   roxs   insolvxbla 

=  :;■     ^■:-:^xM 
(,    !    probleir:3    that  aooeared    to   te  with  rssnact  to  son-3  of  the  claar-" 

;l  '  ■  :   ■-  ■     :■■* 

7  ing  items;  lost  cash,  letters,  iterr..?  charged  hr.ck  to  us  that 

8  v;eren' t  ours  . 

9  Oi    When  was  that,  ^'r.  Di'.-ksors? 

10  iV    This  v.'as  along  in  the  nariod  of  lata  *74  and  early 

11  ^  '75.   The  rr.iddle  --   I  think  probably  over  the  period  of  about 

12  3  two  years;  probably  '74,  '75;  right  in  th.at  period.   And  so  it 
I  was  then  suggested  that  ve  might  v/ant  to  do  business  with 

14  ^    Manufacturers  Hanover,  and  they  sent  representatives   down  and 
< 

15  a  discussed  their  services  and  what  th.ey  could  for  us  in  various 

o 

16  2  areas,  and  we  did  open  an  accourx  and  transferred  our  —  all 

17  s  of  our  main  correspondent  activities  to  them. 

18  Q.  If  you  can  recall,  Hr.  Dichscn  --  I  will  try  to  re- 

19  fresh  your  recollection  --  the  account  at  Manufacturers  Hanover 
-0   was  opened  on  about  April  29th,  1975,  and  I  \;ill  shov-'-you  what 

21  we  will  r.iar):  as  CC-1,  if  v/e  may;  which  is  a  ledger  sheet.  - 

22  This  is  a  record  obtained  fron  rhc  Matio;-.al  lank  of 

^3  !;  Georgia.   Can  you  identify  that  docuinent? 

-•*  ;l  (The  document  referred  to  v/as 

li  marked  Exhibit  CC-1  for  identi- 

-^  !i  fication.) 
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1  j  •'-  ''?r?ll,    it   appear.-;    to    be   the   general   ledger  sheet    re-      I 

2  j    ferrinq    to   'Manufacturers   Mar.cvar  Tra.-;t  Conpariy    ?.ccov..-t.  ] 
.?    '■''               Q           '*nc3    thnt    raflects    a   r3?rosit,    does    it   •--      What    does        \ 

4  i!    that   reflect    an    thf?   firnt   antrv  cr.    that    3h2f»t? 
ij 

5  I  A-  V/^11,    it   roflcctr.    a  halarcc   of    '~i210  .OCr:  .tg   of   April 


6  29,    1975;    that    sppearir.a    to  be   the    first   entr^/   or\  that   3haet. 

7  Q  Okay.      Do  you    recall,    '!r.    Dicksor. ,    vrho   dacicsd   that 

8  .    Manufacturers   lianover   should   be   a   depositor'^    of   :!aticnal   Dank 

9  I    of  Georgia? 

10  <"«.  So    for   as    I    hny.f ,    the   Chief   L':i°cutive  Officer, 

11  z   President    •-      At  that   tires    I   don't    recall  vrhat   title  Mr.    T.3r.ce 

12  ^  had,    at   that    tina.      I   helievo   h^^  v/as   President   and   chief   Oper- 
I   ating   Officer.  ^^'""''^ 

14  >.  £>•  V.'ould    it   have  been   KiT.    Lance? 

15  o  .*.  I    frankly   don't   hncnf  . 

16  2  0  1  v/ould   like   to   show  you  Tvhat    T  will  Ti^ark,    nc./,    as 

z 

17  s  CC-2,  which  is  --  if  you  can  identify  that  document,  please. 

18  (The  document  referred  to  v/as 

marked  Exhibit  CC-2  for  identi- 
fication.) •   . , 


K  This  is  the  ninutes  of  the  organization  rr.eeting  of 

the  Board  of  Directors  of  the  "ational  Bank  of  Georgia  March 

22  II    12,    1975. 

23  i|  0  "S    this    a  "neeting  which    is    held    annually,    Mr.    Dickson? 


24    I!  A. 


(I  And   is    one  of   the   functions    ir   that   meeting    to   na;iie 
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the   ciuthorizec   .■'>r?ositori  is    of   the   Bank? 
h.  Correct. 

3  Q  T'ciuld   you    loo>    in    thdr-     arc!    see    if,    ir.    fact,    de— 

'  .--         .■''-. 

4  I    po^itories  were   rarr.ec??  .,  ;    y'rv:'  C^[ 

5  X  Yi3;    they   \<-srz.  >,     .  ""^Lt;* 

6  I  0  Do   ycu   have    ^ny    n^r'sonal    recollection  of   that  meet-  •. ' 

7  ing.    other   than   the  -- 

8  I  r'.    SE^TMO:       f?triV-3    that. 

9  EY   riK.    SF^.TNO: 

10  0  I'vers  you   pre  r>ont  at    fch^t  n-'stir.'j? 

11  ^  (V  The   record   indicates    T   va.T ,    and    this    appears    to   he 

12  "   my    signature. 

i      (I    Do  you  have  any  independent  recollection  of  the  fact 

14  >.  that  you  discussed  the  deoositories  at  that  oarticular  neeting?' 

i 

15  o      A.    No ;  I  don't,  and  as  for  53  I  recall  there  vaa  no     i 

16  z  amplification  of  the  inotructions  .   Thi.3  was  a  formal.  Annual 

z 

17  £  tieeting  at  which  these  resolutions  and  certain  other  matters   j 

18  were  reaffinr.ed  and  readonted. 
Ci    I  would  like  to  now  3hov-  you  a  document  that  I  will 

nark  as  CC-3  and  ask  you  if  you  can  identify  this  document.- 


(The  document  referred  to  was 
narked  Exhibit  CC-3  for  identi- 
fies ti  on  . ) 

23  I       A.     Tt's  ?■■•--:  "Inutes  of  the  meeting  of  the  Txecutive 

ij 

24  '.     Cornmirtee   of    the    t'ational    ^ank.    of    Georgia   or.    fay    12,    197S. 

11 

25  I!  -1  Do   you    recall    that  p=>.rticular   n-.eeting,    "Ir.    i:i.-;k'ron? 
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1    j  P.  ''.'c   T.T.rT:   than  ■•'-^.t    r.rrcr.rs    in   thn   r€c:orcl,    hnre, 

r  o:-:r:y.       Tt   arr.-.-;-rs    3  r    the-    re"..-:>rc,    clc-i-s    it   not,    th^t   at 

3    il    that    roint    in    t.i't    -  -   v.hut    does    it   sav?       "At    the   request  of 
manaoiimcint    ■-' 

A.  "At    tV>2    requ'::st   or    niari.'^cer.er.t    t>e:  "'lanuf acturers 

Kanover  Trust    cf    '.ic-w  VorV.   City  v.v-is   d&GignateJl   ar   approved  de 
7    j     pository  of    tht-    r,c.r.>.   snc'!   ths    rc:~uisite    offic'rrs   vGre    authorized 
and   directed    to    sxsicute   tho    Socu-cnt    rar.uirod    to    offjrctuatc 
this    r  ilatiDMshi-j. " 

10  0  T/O   you   have    ?,ny    '■'^■^^■■^f^'^-    r?ccM^c:tion    of   that    r.re 

11  ^    sentntion    to    the   i:>;&c-utive    Cor:rr,itt9e? 

12  "  A-  T    can't    say   that    I    recall,    unless    I    had  been   reminded 
i    or  ny    recollection   had   beer,    r&nrv'^d   her?.      I   vouldn't   recall 

14  >    by   any    specific    date. 

15  o  0  For    so.Tie   reason,    "r.    rickr-on,    the    records  of    the 

16  z    National   F-atik    of   Ceorgia   reflect   that   the   account  was   opened 

z 

17  I    on  April    29,    1975,    vith    a    dsrosit  of    $250,000    thrcucjh    th:5 

18  document  v;hich  vt:   have   idftr.tificrd   ar.    CC-1. 

19  A.  ■Right.  '  .-  -. 

20  Q.  The    recoi"ds   «t  ''jniif acturors   Hanover   rE:flcct   that 

21  the    account   or:er-ed   on    aoprnxir:otely   May    8,    1975.       Do  you  have  i^? 

22  ||    any    r^xplr.r.ation    for    th;:  t    situation? 

23  il  X  7_    have    no   o>:r,lanation.       I   have    r.or.ie    spftciOation . 
{ 

24  j:  n  VJhr.t    i"^-   your    sr.aculaticn? 

25  ||  X  Vy    speculr.t io:i    ir-    tli't    £i   cht'i-V   ^'as    i£;si:ed,    po£5£ibly 
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en  the   Federal    Psscrva   Rr.nk,    for   $250,000,    ai^c   it   had   to   be 
rr.tfrcc?    sonf-:vhj;rf   en   thr   V.ank's   books,    and    that   check  wzs    Cjiven 

to    scr-cbody,    possibly   tvtr^  nyself,    and   transmitted    to    the  Bank 

J 

throuoh    the  iiiails,    prob-nbly   —      They   r^'^y  have   even  picked  j.t  uj' 

il  :  ■  "'-"■  ■  -'-i 

5    !l    v.'hen    they   were,    there,    sincft    there    in    ?ot^    mterif:'.   fOEiodV:  ancL-^?. 

,',    i'    not   record?d   en   their  books;    until    soi^ic   days    later.  ''■    ^'£] 

7    I  -o.  Is    that   the   rorir;?.!   vay   of   openino    an    accoant,    through 

!  '  I 

g     !    check,    or    do   you    F.or.stimes  •.-.ira   ?.    tranafor?      '-/hat   is    the   norn?.al 

9        way  of   doinc   it? 

il 

10  A.    Of  the  number  of  eccounts  that  1  have  handled  over 

11  p  the  years,  it  is  niore  coitiiron  to  send  a  check  for  the  initial 

12  ^  deposit,  just  to  establish  the  account,  and  then,  of  course, 

5  '/.'ire  transfers  tray  he  cor-ing  slong  lat.-^r  to  tranr. fer  balances 

14  i  fron  other  banks,  and  then  cf  course  the  vi.Tual  tran.'^.actions 
< 

15  J)  flow  through  the  channels. 

16  z      0  Mr.  Dickson,  would  it  be  normal  also  for  the  account 

z 

17  I    to  be   opened,    and    let's    assume    the   account   wa^   onene--'   on 

18  I    April    29,    1975.      .".sstctg   also   that  you  niailed    a   chsck   on    that 

19  !    date.  ;■;  '        • 

20  ft,  I    didn't    necessarily   assure    that    I    railed    a   Ciieck , .    ' 

21  l|    but    T    said    it    might   have   been    that    vny . 

22  |l  a  Pdqht.      Would    it   be    nor.-T\al    tn    do    that,    prior   to    the 

23  approval    such    as    this    in   CC-3? 

24  ;;  A.  It   would   not  ba   uncomron. 

25  0  oid   you   ever   become   n^'?.re,    diirir.'~    the   period    april   o 
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1  li    1'3?5    '-hut   Mr.    Lisnce  wa-j    neyotiatinq    t:o   purchase   stock;    a   larae 

2  (!    Jlock  of   stock;    in  National   Dank   of   Georgia? 
}i 

3  /\  ThGr-3   va.i    a   p-^^sr.od  alonj    about    that    ti.:ne  ••-•hen    it  was 

4  jl    conteiapl  atad  that   the  "^ank   Holdir.g   Conipany    laws   of   the   State   oi 
jl 

5  jl    Georgia  mig":ir   be   char.ged,    and   that   the   National    Bank  of   Georgia 

6  I'    ".7Duld  be   estopped,    you  might    say,    tron".   particinati'.vj    ir>.   tlie 

!i 

7  Jl  Holding  CcT-pany  because  of  its  having  a  majority  stock  owner- 
'l 

8  1  ship;  in  axcass  of  lot,    as  I  recall;  and  scms  overtures  v/era 

9  li  ir^ade,  discussions  had  with  the   raprasentatives  of  Fir.arcial 

10  General  Eancshares,  which  v.-as  cur  majority  stockholder;  60%; 

z 

11  J    to   see   if   thay  -would   agree   to  .sail   dov.-n   below   25%    so   that  we 

o 

12  u  might  ir.aka  —  participate  in  the  possible  forthcoming  Bank 
•i    Holding  Coxpany  arrangenants ;  changa  in  the  lav;;  and  I  renerrbei* 

!■<  >  that  there  were  some  discussions  of  that.   And  then  at  some 

15  J  point  it  l:.ecai.;a  apparent,  as  I  recall  sort  of  out  of  the  blue, 

16  z  Financial  General  volunteered  that  they  would  entertain  an 

z 
< 

17  £    offer   for   all   of    their  stock   at   Gon>ething   over   $7   million,    as    I 
'8    |,    recall    the    figure   was,    and   tliat   --    I   think    -—    I'tt.   speculating 
19   I'    v;hat   their   reasons    were,    but   I    think   thay   had   sore  heavy   debts 

and   they   would    just   as    soon   shed   soma  of    their  outlying    units, 
such    as   ours,    and   concentrate   in    their  hone   area    in  Virginia. 


22  ji  And    I    can't    recall    if   I    knew    that  i'r.    I^ance  wan    personally    in 

,  !'  I 

23  :,  volved  except  as  a  very  interested  party  in  the  Bank's  progress 

li  "                                   1 

2*'  j'  0.    Were  you  ever  inforrnec,  T-'lT.  Dickson,  tl;at  rhe  corras- 


25 


pondenc   relationship  being    established  by   tJationtil  I^ani;   of 
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PAGE   12 
Georgia  at  ^  anufact-orers  liancver  v/as  to  ba,  in  any  way,  asso- 
ciatsd  v.'ith  the  fact  that  Mr.  Lance  was  borrov;ing  money  fron 
that  Lank? 

n.    I  don't  recall  any  such. 

Q:  Do  you  recall  any  discussion  at  any  of  these,  either? 

•'     '■■-  •  H 
tha  Executivs  Ccr-Jiittss  meeting,  the  cna  I  have  shown  youjuior  1 

at  any  suh'sequent  msetings  where  fir.  Lance  informed  the  Board 

that  he  i-7as  borrowing  froa;  -- 

KTl.    3ER1NO:   Let  !ne  strike  tnat  question. 

BV  K?..  SESINO: 

Q.  Do  you  have  any  recollection,  Mr.  Dickson,  that  at 

the  tiips  the  Executive  Committee  met  on  May  8,  1975  that  Mr. 

Lance  inforrr^ed  the  Committee  at  that  tinia  that  he  also  was 

borrowing  from  Manufacturers  Hanover? 

A.    No,  sir;  1  don't  recall  that  as  having  been  stated. 

Q.    Do  you  recall  how  it  was  decided  to  deposit  $250,000 

at  Manufacturers  Hanover  — 

HR.  F?.?iMK:   "Bob,"*  I  think  -Mr.  Dickson  was  goi.-ig  to 

add  something  else  to  the  last  question.  ■  ' 

THE  WITNESS:   Koat  v.'as  that?   That  was  in  respect 

with  Kr.  Lance  saying  he  was  going  to  borro>.v  money?       ' 

iMR.  SERINO:   let  rr.c  riphrass  the  question.   I  think  | 

the  questions  was: 

BY  y?..    SERIiJO: 

0-    Did  Mr.  Lance  indicata  to  anybody  at  the  Hay  5ch 
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1     Exccutiva  Conir?-itteo  mcrfcir.q    - - 


3     : 

'    \ 

I 

'    I 

6 


fl.  nn\'    12th. 

0.  I'n    scTr>'.       (Contiruing)    --^'ly    ir.th    r>-ecutive   Comraittje 

nesting,    that  he  vas    borrowing  money    froa   ;'anufacturars   Hanover? 

A.  No.       Kot   thr.t    X    recall.       I    think    I   nay   have  been 

thinking   that   at   sore   ooint   alcr.c    the    lir.G   T   was    a-vrare  of   it,- 
but   I    don't   reireraber    that   it  was   at   any   —    at  which   neeting, 

if  any,    that   it  vas   marie   avars   —      I   believe    the    first   I    knsw 

II 
I 

9    that  hs  was  borroving  tre  rroney  vas  just  v;han  thp  thing  was 

10  there  to  be  closed.   The  various  director?  v^ere  offered  oppor- 

11  I  tunities  to  bir/  shares  and  —   T  ^on '  t  think  I  really  knew  v;ha 

o 

12  "    his    financial    arrangements   were   until    it  came  down    to   the  wire.' 
£  Q.  For  your    inforr^ation,    Mr.    Dickson,    I    think  v:e   have   a 

14  I    forre   being   subrrittecl   to    the  Bxecv.tiA'e   Ccr.mittee  on  July    7, 

< 

15  ^    1975   by   Mr.    Lance   reflecting    that   he   had  borrowed   on  June    30, 

16  I    1975. 

17  i  ^■-         Yes. 

18  Q.  Would  that  have  been  yoar  first  knowledge  of  that? 


II 

24 


A.  v;ell,    I   was    involved   in   getting   the   riaperv;ork,    and 

that    sort   of   thing,    in   the   Hoard   rocn   the    day   that    the.  trans-- 

action  was    closed,    and   trying    to    see   that    the   shares    subscribed' 

for   added   ur    to    those   available,     am'    that    tyne    thing,    so   —   and 

23    ii    the   fan.ufacturers,    I  was    aware,    too   --    in    fact   1    think    I    did 

—    I   had   some  of   the    teler^hone   corverr^tion   telDinc   Manufacturers 

I 
Hanover    that    certain   shares    had   been   i^EUcd    in   the   nar.ie   of   Lance 
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an'J   I.'i;c!elle,    I   btlieve;    bcir.h;    and    t^lat    t'i\ey  wo:re    there    and    chey 
v?'>re  being   transrrittcd   to   their   as    collateral    for    the   loan,    and 
tliay    CO  lid   ciosti    tha   Inrin,    and   to    rnake   a    .txrc   transfer  to 
Fina'"icial   General,    to   t.'ieir   account,    .loir-.s-.vh a rs .      So   ciiat  was ''.J?'' 
about   t;ie   extent:    cf  ny   acguain-cance  with   it,    ana   it  was   juafc  j  ; 


about    tloun   to    the  v^ire   aii   thar  point.      In   fact   it  was    tha  d^y-"  •;. 
oi;    t'ne   jlosiny.      I   nay  have  been  aware   sorr-.e   days   before,    but   I 
vasn't,    you   knov   —    I    just  v/asn't   in   on   the   deal,    so   to    spsak. 
Q.  Do  you  have   any   recollection   of  how   the   figure 

10        $250,00  0    to  bo    ispositea   at.  Manufacturers   Hanover  was   arrived 

••    i  at? 

o 

^2    u  A.  I    don't   remeniber  precisely.      More   than   likely   I    asked 

2 

5  "^r.  Lance  ho\r   much  he  wanted  to  start  it  with.  lie   probably 
!'»  >   told  :ie  $250,000. 

i  I 

•5    ^  ■").  The   records,    if  you    look   at   CC-1,    indicate   that   the      ! 

'^    5  accounts    grew   significantly   in  balances    and    as   of  June   27,    1975' 

<  ! 

'"^  °  in  fact,  the  balance  was  $931,858.79.   Do  you  have  any  idea 
v;hat  caused  this  increase  in  the  size  of  that  particular 
account?  '     ;   ■  -  ,^ 

h.  Well,  it  appears  --  and  I'm  really  speculating  at   '• '• 

'-i 
this  point,  not  having  had  any  opportunity  to  check  the  records 

—  that  right  as  of  ;iay  30th,  or  at  sorno  point  there  —  very 


18 

19 

20 

21 

22 

23     I! 

24 


ll  near    there,    and    inriediately ,    June    5,    6    and    so   on,    that  we 

i 

1  ."tartfvl   transmitting    ca^h    letter^,    and   of   course   drav;ing   dov;n 

II 
25 


J!  balances.   The  debits  to  the  account  v.'ere  odd  amounts,  for  the 


15 
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1  ij    most   Dart,    and   the   crecits   v/ere   even   ainounts,    renresenting 
i 

2  \\    their   transfer    for   our   collected    funds. 

i! 

3  jj  Q-  liut   It    clearly    mcicates    that    t^a  account  balance 

i'      •       • 

4  I  was  incrGasing,  so  that  it  aooaar?  that  thare  was  a  conscious 

decision  by  soaeone  in  the  National  Bank  of  Georgia  to  signi- 

6  ficantly  increase  the  balances  of  ■•BG  at  Manufacturers  Kanoyerr 

7  is  that  correct? 
J\.  '-'ell ,  only  to  the  extent  that  this  was  taking  the 

place  of  a  previous  barking  relationship,  and  these  exact  sar.'.e 

10  totals  would  undoubtedly  have  gone  to  this  other  account,  had 

11  p  it  continued  active,  so  it  was  just  a  natural  turn  of  events.   ! 

o 

12  "      (J    Were  you  av/are,  in  fact,  that  the  balances  were  bein 

~  shifted  from  one  bank  to  Manufacturers  Hanover? 

14  i      A.    Yes, 
< 

X 

\5    o  Q.  Did  you  discuss  that  with  anyone  at  the  Bank? 

16  z      A.    None  other  than  when  it  was  determined  that  we  were 

z 

17  g  going  to  do  business   --  have  our  nain  account  in  tiew  York 

18  with  Manufacturers.   That  that  would  be  the  Bank  through  which 

19  we  would  send  out  clearings,  rather  than  the  other  Bank. 

20  Qi    Was  that  decision,  by  anv  chance,  influenced,  as  far 
-'    as  your  own  nersonal  knav;ledge  is  concerned,  by  the  fact  that 

Mr.  Lance  was  borrowing  rrwncy  from  Manufacturers  Hanover? 
A.    Not  that  I  was  aware  of. 
-■*   jl       Q.  Could  you  repeat,  if  you  will,  your  explanation  for 

2^   why  you  believe  the  National  i3ank  of  Georgia  transferred  its 
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account  from  Citibnnk  to  Manufacturer."  j'anovf»r  '"rust? 

A.    My  recollection  pbout  the  initiation  of  that  change 

scens  to  np  to  r-ten    fron  th=>  f;3ct  that  "-"r.  Lance,  ir.   his  pro— 

v 

vions   othpr  banking    connections,    had  had    rjoir.p   busin°3s  with.-      9 
.'■anufacturrrs  which   hn    thought  "as   ir.ore   satisf  actor\'-  than,  tie,;.,> 
service  we  v;f:re   getting   from  our   then  New   York   major  Bank,    i       " 
7    ii    and    felt   that   they   could  do  a   better   job   for  us.      That's  my 


i! 


8  i\    recollection  of    tho  v/ay    it  starfcod. 

9  I  0  nid  you   over  hear   anybody   sucrgest,    N'r.    Dickcon,    that 

10  Mr.    T.ance  ■'■'Cir>    required    to  maintain   a   ccrppenr-atirsg   balance   of 

o 

11  ;:  20%  of  the  amount  of  his  loan  at  the  ''-ar.uf acturcrc  HDr.cvor? 

o 

12  y      A.    I  never  heard  any  such  statenont  irade. 
i      0     In  your  evaluation  of  the  account  — 

14  i  MR.  SK'Rlf'Oi      Strike  that. 
< 

15  o  nv    MR,    SFRIIO: 

16  2  Q.  Did   you   ever  evaluate   the  balances    that  NBC  rrain- 

z 
< 

17  £    tained   at  Manufacturers   Hanover   to   as-^^ure  yourself   that   they 

18  i    v/ere   reasonable,    cuch    that  you  v.'culd  be   ef f c;ctivc»ly   employing 
'9       your    funds?  ■,-■...>.. 

20  lu  1   don't   recall    that   I   made   any   deep   <inalysi3.      I  v.'ssi' 

21  separated    scrre'/hat   fron    thit!   lending   function   zr.d    the   activities 

22  I  that   v?e-t    on   t.heira    in    the   -vay    of.    participation:;    laid  off,    over 

23  ;:  lines,    iind   so    forth,    to    the   Mew   York   banks    varied    from    time    to 
2-1  '■'  time,    and    as    2    rule  vhen  .    of    rn-.:r7.5,   we    laid   off-  p.^rtici-oations! 
2.'<  11  wr-   haf'   to   2--'ivi  de   c-r^:"t-t.i  r   con;-.Oi■l^'.atin•-;■  balance'-    or.  betiair  of 


\^   ^- 
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tha   Eanl-i    for   the?.-:   participations,    sr\6   just    as    a    v^r.aral    rule 
I   had   a   list   of   what   I    called   basic  bal.?.nc33,    and   I   aot   reports 

3  I   frequent   re'X-.rts,    so    tJiat   I    oov.ld    co— 7?r2    the   bar.ic  balance 

4  which  was   considered   appropri.»te,    not  only    fron   our   otandpoint, 

5  but   also    from   the    standpoint  of  tha   othrjr   bink,    to   keep  cur         \ 

6  balance  at  what   level    it  was    S'jopos^d    to   he  I'-e-ot,    and   I  would    '. 

7  watch   the   actual    collecting   balance  v,3rsi::3    thp    so-called  base 
balance  and  --    I'r-    surs   this   v;as   one   of    thosa,    and    I   don't   rp- 
nifmber  what   the    fi'yjre  was.      '1e  would   never   let    it  gat  too  badllr 

10  out   of    lin€  because  we  wanted    to  r.a'ke   the  rr.ost   usage  of   our 

11  p  ncneys . 

12  ^      Q.  Did  you  by  chance  ever  receive  froff  Manufacturers 
i   Hanover  Trust  Ccnpany  a  monthly  balance  analysis  that  they 

14  >.  would  produce  on  reflecting  the  cost  fro"^  yo'3r  account? 
< 

15  »      A,    I  can't  recall  any  specific  one  that  I  received,  he- 

o 

16  z  cause  we   did   receive,    froF;  T.cst   of  our  correspondent  banks    from 

o 

z 

17  £  time  to  time,  these  analysis  reports. 

18  Q.  Let  me  show  you,  if  I  rcay,  CC-4,  which  is  a  Balance 

19  Analysis  dated  Januar;/,  1577,  produced  by  the  Manuf actxirers 

20  Hanover  Trust  Corioany.   Do  you  recall  ever  seeing  either  that 

21  —  that  type  of  docuraent?  '       '•  : 

22  I       A.    Well,  of  course  T  have  seen  this  tvpe  of  document  on 

23  jj  various  accounts.   T  don't  recall  ever  havina  seen  this  particut- 

II  '  i 

24  I,  Xar  fonnat ,  ever,  and  this  of  Manufacturers  --   This  is  the 

25  ||  first  of  this  form  I  have  ever  seen. 
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{The  doGiirient  heretofore   referrec 
to  was  marked   Exhibit  CC-A    for 
ider.tificaticn.) 


1 


}    ]■■  BY    I'F.     SEPIKO-  ■■     ■  ,     -  ,[. 

4  I  Q  If    I   may   just   visit  v;ith  you    for   a  Kioir;ent  on.' that,'" i^" 

1 1  .      -    ■■       -  -*v 

5  ji    particular   document,    and    take   it   through.  =   !'    ;^> 

li  :■    ■  .'IS-^.iV 

(^    ij  A-  Sure.  ■•■■'% 

7    ;i  0  It   indicates,    does    it  not  —  vo're    looking    at   the 

I: 

S     I    January,    '77   account   --    it    Indicates    that   the   average    prosB 

9     1    balance   is    $783,078.      My  understanding   that   is    the   figure,    the 

10  average    for   the  ironth.      VThat   the  BarJc   then   does    is   subtract 

11  ^    frcrr   that   figure    the   costs    for  seri'ices,    vhich    are   lifted    ir, 
1-    u   the    left-hand  col'Jirrs   of   that   docujtient,    and   comes   up  v:ith   — 

5    th=t   comes   out    to   be  -- 
1"*    >  MR.    SERINO :      Just  one   second    (referring    to    docuT.ent) 

X 

15  -5      g.     (Continuing)   The  ficure  then  coires  out  to  be  a  total, 

1  i 

1^  5  as  far  as  the  --  after  taking  into  account  the  float  —  comes  i 

"  «  out  to  an  average  collected  balance  of  $968,-054.   Froni  that, 

'^   Manufacturers  then  subtracts,  does  it  not,  the  costs  for  var^   I 

ious  services  listed  here  on  the  left?         ,     ;    -  ' 

A.    Right.  %:[^ ''■'.: 

Q.  And  cones  up  vith  balances  available  for  loans  and 

^-  j]  other  services. 

;i 
^^  ii       K  eight. 

"''  0,  That    coires   out    to    t?9",641. 

-^    i|  fl.  '>ic!ht. 
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1    |!  Q  t.ow   if   you  will    look  or.  tho    rlcbt-hand    coluir.nr.,    it        ; 

i    .     ,.  •  I 

I    maicates    accounc  'i:.stor'/,    and  has    three   columns;    the   date.  I 

!  '  I 

j    avara've   gro?3P   balance,    average   coll='ctP'^    oal.Tice,    and    a    cclimn 

4  jj   which    reads    "Available   for   loans    and   other    ssrvices."      My 

5  undar standing,    Mr.    Dickson,    is    "Available    for   loans    an   d  bthei;. 

6  !l    services"    are    those   funds   vhich   are    left   after   suhtractinq  the 

7  !j    co3ts  .    v/hich    are   itemized. 

8  jj  (Witness   nodded   affirmatively.) 

9  [I  C  Therefore,    civing    the  Fanuf acturerr;   lianover   the   vise 

li 

10  of   those    funds    for   investment   purposes,    or  otherwise, 

11  K  'i.  Provided   they   did   not   furnish  other  services   than 

12  3    those    itemized  on    this    statement. 

5  Q  That's    correct.      That's    exactly    correct. 

14  I  X  Yes. 
< 

15  01  0-  Now   in   evaluating,    from   the   National   Bank   of   Georgia's 

16  2    standpoint,    would   you  be    looking    at   that   particular  figure, 

z 

17  s  "Available  for  loans  and  other  services,"  to  determine  v;hether 

18  in  fact  you  vere  putting  too  much  money  in  Manufacturers 

19  Hanover's  account?  .  ■  -  .'   i 

20  A.    Well,  that  —   Yes;  that  could  be  the  basis  from 

21  which  to  begin  tc  analyze  the  account-   As  to  profitability 

22  to  them . 

I 

23  I       Q     Yes.   Do  you  recall  doina  any  of  that  evaluation 

24  ,,  of  that  ^articular  account  while  it  existed? 

;i  '  I 

ii  ! 

25  !  K  Not  of   that   narticular   account,    or   —    except    from 
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J  'i  just  the  standpoint  of  having  known  what  v.ms  required  frorr.  tir.e 
!  to  tine  in  other  accounts  of  a  similar  nature.   I  never  mada 
any  --   This  is,  as  I  sr.id  --  I  have  never  sef^n  this  type  repont 
on  this  account.  ..'-^--ta 

II  •.   ,wg 

5  I       Q.    Okay.   Do  you  recall,  Mr.  Dickson,  ever  being",  in—,' 

6  i|  forTTiC'd  on  a  daily  basis  as  to  what  balances  were  being  maJLn.- .-■-%;,' 

7  :i  tainad  at  the  Manufacturers  Bank? 

.|i 

8  !'       A.    Mo.   Because,  as  I  said,  we  tried  to  have  a  base  bal- 

l| 

9  li  ance  in  each  account  and  daily,  if  the  collected  balance  in 

10  that  account,  according  to  our  records,  exceeded  the  base,  we 

11  P  either  drev;  it  down,  or  in  some  cases  v;e  had  an  arranaanent 

12  ^  with  the  Bank,  where  they  would  automatically  transfer  that 
5  excess  to  Federal  Reserve  and  notify  us  how  much. 

14  >.      Q.  In  the  establishment  of  this  correspondent  account 
< 

X 

15  o>  do  you  have  any  recollection  whatsoever  that  it  may  have  been 

16  z  tied  to  a  loan  being  made  by  Mr.  Lance? 

z 
< 

17  g      A.    None  whatsoever. 

18  I      Q.  And  your  testimony  here  today  is,  your  recollection 

19  was,  it  was  strictly  a  business  purpose  and  a  business  decision 

20  j  nade  by  the  Bank  to  transfer  funds  from  Citibank  to  Ma  mfacturer 

21  I  is  that  correct?  '      '  ' 
■'2  I      A.    Correct. 

i! 

-■'  '.  iMP. .  5F.RTN0:   Do  you  have  anything  to  add  to  your 

,1 
2''  ji       testimony  here  today,  '•'.r.  Dickson,  that  might  be  helpful 


25 


to  us  in  our  reviev/  of  this  transaction? 
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rJLTOM    COUMTY          ) 

6 

) 

n      K   0    R   G    I    ?       ) 

7 

1 

J^^^^ 21 

TH;:    i;j'^'>:"SS;        I    r!or't    bc.lisvfr    so. 
!T.    Sr^X-'iO:       T^.ftr.V.    ■(•cu  very   ri!c!~. 

(.■"i:n-?.ir'.?rior.   conclud-d. ) 

CtrtTIFICATE 


j  I,   W.    F.    Brandenburg,    a   Kotary  Public   duly    commissioned 

8     I' 

Ij    and  qualified    in   and    for   the   State  of   Georgia    at    large,    and  ' 

Hi  .  I 

''    Certified   Cour-    P.eporter  A- 20,    State  of   Georgia,    do  hereby  , 

'°  .  i 

^   certify   that   there   c£une  before  me   on  Wedresday,    August   10,  ' 

I    1977,    at   approxi;?.ately    2:00   o'clock   p.m.,    at      Suite   2700, 

12  u  "'I 

5  Peachtree  Canter  Cain  To-.er,  223  Peachtree,  N.E.,  Atlanta,      ' 

•  z  1 

"   Georgia,    the    follov.'ing    named  person,    to  v/it:    JAFSS   HILL                    ! 

14  >:  i 

5  DICKSON,  JR.,  who  v;as  by  ?!r.  Lou  Fran]<;,  Senior  National  Bank  I 

15  o  j 
I  nxaininer  and  Deputy  Regional  Administrator  of  National  I 

16  I                           .  I 
°   Banks,  Atlanta,  Georgia,  duly  sv;orn  to  testify  to  the  truth  ' 

17  I  I 

and   nothing  but   the   truth  of   his   knov;ledge   touching    and   concernini 
18 

19 

20 
21 
22 

23  I' 

i; 

24  : 


the  matters  herein;  that  the  foregoing  is  a  true  record  of  the 
testiirony  given  by  the  witness.  }-.    .,   "'•;■  ■■' 

W.  F. 'BPJVNDSNBURG,  -Notdry  Public', 

c\-K.   CM,  i:^^,  ccr  r-20'Jr.SK. 


o 


/ 
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P. L. 95-630    Financial  Institution 
(H.R. 14279)    Regulatory  and  Interest 
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